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Gendrean 


The American farm problem is no longer surplus but serious and growing scarcity. Mili- 

tary, lend-lease and civilian demands are far larger than we were prepared to meet; 

while shortages of labor and gasoline restrict outpuf. Strict rationing of civilian consump- 

tion is the only alternative to major inflation in food costs. Nor will rationing stop with 
foods. It must become the No. 1_anti-inflation device. See page 398. 
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The Trend of Events 


BUDGET: $109 BILLIONS .. . The Federal budget 
for the coming fiscal year is so gigantic that the 
dollar figure is literally incomprehensible. An under- 
standing of its true significance can not be had by 
applying any of the standards of camparison 
familiar to us. 

It is better to look at the things that this budget 
stands for than to emphasize the financial book- 
keeping. When you approach it that way, it be- 
comes a comprehensible reality. Since the “military 
dollar” is effectively stabilized in purchasing value, 
the rate of war expenditure is an accurate over-all 
measure of the progress of war production. That 
progress to date has been amazing but not miracu- 
lous. It has simply been demonstrated that Amer- 
ica’s productive resources and the ability to mobilize 
them were far greater than we—or our enemies— 
had ever dreamed before the war. 

In one year of war the monthly increase in our 
military power was lifted from $2 billions to $6 
billions or by 300 per cent. To attain the Presi- 
dent’s goal, as measured by the budget, requires no 
more than that the present rate of expansion in 


armed might be increased by another 30 per cent. 
That it can and will be done is quite certain. In 
fact, we shall probably attain the maximum level 
by mid-summer. 


Naturally, the further increase in war production 
will strain our resources and energies; and civilians 
will cheerfully accept the resulting lowering of living 
standards. Even so, we shall continue to have not 
only the highest living standard in the world but, 
on the whole, a fairly comfortable one. That, when 
you stop to think about it, is perhaps the most re- 
markable aspect of the national achievement. 


As late as the summer of 1940 we had a negligible 
arms production. Now it exceeds that of the Axis 
nations combined. It is larger than all production 
of any peace-time year—yet at the same time our 
people remain well-housed, well-clothed and more 
than adequately fed. These are the inspiring 
realities behind that huge budget. They put all of 
our national problems in a new light and justify 
supreme confidence not only in military victory but 
also in our post-war destiny. 
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CORPORATE EARNINGS ... The annual report 
season for corporations is now just ahead of us and 
within a week or so the first of the “early birds” 
will put in their welcome appearance. Share-holders 
who fail to study carefully these statements, and the 
accompanying balance sheets, will have only them- 
selves to blame if they remain inadequately informed 
about the affairs of their companies. 

The interim reports that you get during the year 
can never tell the full story. Often there are ad- 
justments of one kind or another in the accounting 
that can be made only at the close of the year. Only 
in the annual reports can there be adequate explan- 
ation by the managements of company problems and 
methods and the numerous factors affecting operat- 
ing results. Also most companies do not find it 
practicable to present their balance sheets more than 
once a year. Only through the balance sheet can the 
stockholder know his company’s status as regards 
such important matters as cash holdings, inventories, 
receivables, tax reserves, bank loans, etc.. 

Beginning in the next issue THE MacazinE or 
Wa tt Street will publish a series of articles apprais- 
ing individually the more important annual reports 
and drawing from them many conclusions which we 
think will be useful to investors. Meanwhile, we 
venture to predict that the reports in the aggregate 
will show a total decline from 1941 profits much 
smaller than stockholders were anticipating when 
the year began. In many cases previously indicated 
earning power will be revised upward by inclusion 
in the final reports of an allowance for the 10 per 
cent credit on excess profits taxes paid; and in some 
instances this is a pretty handsome figure on a per 
share basis. 


WHAT'S THIS? ... Recently, according to an Asso- 
ciated Press story from Detroit, seven employees of 
the Bohn Aluminum & Brass Corporation were dis- 
charged at the request of the Army on the ground 
that they had been responsible for a series of un- 
authorized strikes. An eighth offender, who had 
meanwhile been employed by Packard, was dropped 
by that company. We take no exception to the firing 
of these men. They had it coming. But we must say 
that the Administration’s labor policy has indeed 
become indefensible when the disciplining of irre- 
sponsible union members must become a function of 
the Army! 

That is not the proper and democratic way to do 
it. The fact that the Army in this case had to do it 
is, of course, an indictment of the Administration, of 
Congress, of the War Labor Board and of the sup- 
posedly responsible national labor leaders. The fault 
traces back to the Wagner Act and the generally 
“soft” labor policy that it introduced. That law 
gave the labor unions various privileges but im- 
posed no reciprocal responsibilities. It is a cardinal 


error to give any group special privilege by law, 
without a balancing obligation. 

The national labor chieftains make a great to-do 
about upholding union rights, but when there are 
wildcat strikes they dodge responsibility by claiming 
they have no jurisdiction over the local unions. How 
long will this run-around be permitted? We think 
every strike should be illegal unless called by 
majority vote of the local union members, on secret 
balloting supervised by a Federal agency, and even 
then subject to the veto of the national union 
officials. We think the law should be changed to 
impose duly specified responsibilities upon both the 
local and national union leaders and to impose speci- 
fied disciplinary penalties for violations. 

But the Administration has successfully opposed 
all “restrictive” labor legislation, and Congress—- 
including the much increased Republican repre- 
sentation—lacks the nerve to force action. As long 
as it remains this way, each recurring crisis will have 
to be tackled individually and discipline will have 
to be applied—by the Army or otherwise—without 
the democratic authorization of law. 


THEY OUGHT TO KNOW .... Critics of the Ad- 
ministration, in Congress and out, have said that our 
bureaucratic agencies are so cluttered up with un- 
needed employees that adequate working efficiency 
is simply impossible. Because made “from the out- 
side”, such charges are merely shrugged off. 

Now, however, there comes unexpected confirmation 
from the inside, carried in a recent issue of the jour- 
nal of the National Federation of Federal Em- 
ployees. This is a long-established organization of 
Federal civil service workers, with some 75,000 mem- 
bers and with locals in each state. Here is a brief 
digest of the views of the leaders of this organization, 
as editorially expressed: 

“There are too many federal employees . . . Public 
resentment is rising steadily against administrative 
ineptitude in certain branches of the federal estab- 
lishment . . . The whole basic structure of the federal 
Civil Service system is being jeopardized by the 
antics of administrative incompetents whose demands 
for more and more employees are insatiable . . . The 
time to put the government’s administrative house 
in order is now—before it is too late.” 

That would seem to make it pretty nearly unani- 
mous. Mr. McNutt says we face an acute manpower 
shortage. Well, work-a-day citizens are not going to 
fret unduly about it—until useless jobholders are 
shaken loose from the Government payroll. 


THE MARKET PROSPECT... Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 396. The 
counsel embodied in the feature should be considered 
in connection with all investment suggestions, else- 
where in this issue. Monday, January 18, 1943 
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As g See 0 | BY CHARLES BENEDICT 


UNCLE SAM IN OUR CORNER 


= all the evidence we have had that our 
Government is to be trusted in conducting this war, 
opposing and selfish factions are able to plant and 
fan the flames of doubt into a blazing inferno. This 
is particularly true regarding the North African 
situation, and greatly to be deplored. 

Actually we have won a decisive victory there, but 
the din set up by devious politicians is drowning out 
this truth; and General Eisenhower is not receiving 
the credit to which he is entitled. Instead, he is being 
greatly maligned and harassed, although there is in- 
creasing evidence that our almost bloodless occupa- 
tion of North Africa was a substantial success. 

To begin with, this victory gave the 
first definite signal to the world that 
Hitler was through—and brought the 
resultant rush to our corner. 

As far as Russia is concerned, it 
served her very well indeed, since it 
opened a second front and diverted the 
Nazi troops, which the Leftists seem to 
have forgotten when they report the 
ease with which the Russians are push- 
ing the Germans back. 

And of greatest importance, too, is 
the fact that we secured control of 
Dakar, and in one fell swoop eliminated 
the grave danger of having it used by 
the Nazis as a springboard for attack 
on this hemisphere. While at the same 
time, it removed the constant threat to 
Brazil, our staunch ally, and thus on the 
whole was a step forward in South 
American solidarity. 

And last but not least by any means 
—our occupation of North Africa 
opened the way to Germany from the 
“soft side” although this advantage is 
being rapidly lost by the political bick- 
ering that is going on. 

Therefore, to choose to ignore the 
realities of our gains at the behest of 
selfish aspirants to political power seems 
the height of folly. The advantages 
secured speak eloquently of Darlan’s 
power to represent France in Africa, 
which, as far as we were concerned, was 
all that was necessary from a military 
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standpoint. He delivered what nobody else could. 
For if General Eisenhower’s expedition to Africa 
had failed, it would have been a great disaster for 
the Allied cause, and as a consequence a major victory 
for Hitler. We must never lose sight of that fact. 
Certainly the shameful intrigue since Darlan’s 
assassination speaks volumes for our good judgment 
in gauging the situation, and justifies our refusal to 
take sides. The selfishness of French politicians has 
for a long time past been responsible for the woes to 
which that unhappy nation has been subjected. 
Instead of intriguing against each other, French- 
men should welcome the (Please turn to page 446) 





Native Quarter Market Scene in Algeria 

















First Quarter Market Outlook 


We look for a reactionary interlude in the bull market before 
long; advise that new purchases be deferred; and suggest at 
least partial profit-taking by such holders as are unwilling to sit 
tight through a decline that could assume considerable scope. 


BY A. oS. 


Summary of the Fortnight: The market continued 
its persistent, unspectacular advance, with the Dow 
industrial average gaining 1.67 points to new re- 
covery high of 121.60. But despite a moderate im- 
provement in the quality of leadership in recent 
days, low-price stocks are mainly accountable for the 
January strength to date. 


hws President’s budget message was ignored by the 
market and has been followed by further strength. 
The two explanations that are being most generally 
advanced are somewhat conflicting. One is that the 
huge projected war spending is “inflationary” and 
therefore should encourage, rather than discourage, 
demand for common stocks. The other is that the 
deflationary aspect of the President’s message—the 
request for an additional $16 billions in new taxes 
and forced savings—is not a cause for investment 
worry because Congress is unlikely to “go along.” 

In our opinion, this is not an “inflationary” mar- 
ket in the sense that the term is popularly in- 
terpreted. If it were, how could one explain the 
persistent strength in bonds and in utility common 
stocks? Incidentally, the utility average to date has 
had a total recovery of nearly 50 percent, as com- 
pared with about 31 per cent for Dow industrial 
average. 

Under war conditions, we think it highly improb- 
able that the contemporaneous manifestations of in- 
flation—as seen in commodity prices and the cost of 
living—can become a dynamic stock market factor. 
So far as new taxes are concerned, there is evidently 
to be a period of grace because Congress is inclined 
to defer getting to work on this matter until spring. 

What it will do then is uncertain. But the tax 
question definitely will be opened up again and, 
whatever the form chosen, it is the consensus of in- 
formed Washington opinion that there will be an 
important added levy on individuals, though hardly 
as much as Mr. Roosevelt has asked. If that is so, 
only a supreme optimist will assume that present 
corporate taxes will be left untouched. 

In this connection, it might be noted that the 
much talked of Congressional “revolt” against the 
New Deal shows some signs of incipient anemia; and 
once more it is being demonstrated that the Presi- 
dent’s political leadership is never more adroit than 
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MILLER 


when under the pressure of a considerable opposi- 
tion. 

What is primarily behind this bull market is a 
major change for the better in the basic factor of 
financial confidence. Since last spring investors have 
become “conditioned” to the war influences—as had 
been the case earlier in England—and hopes of a 
not-too-long-delayed victory have been greatly 
strengthened. But there is more to it than that. 

There is greatly increased confidence in the post- 
war prospect for private enterprise as an institution. 
This is partly because it is believed that those parts 
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of the New Deal which have been most hostile to 
capitalist enterprise are on the way out; partly be- 
cause investors have come to accept a large degree 
of compensatory Federal economic control—whether 
Democratic or Republican—as no longer unusual or 
frightening. 

Since last spring total corporate earnings and 
dividend payments have declined, and at best they 
may now be almost stabilized—subject to what 
happens on the tax front this year. But the prospec- 
tive non-major changes in earnings and dividends— 
like the war news—will not again become a dom- 
inant market factor so far as the primary bull trend 
is concerned. 

Market price levels are determined more greatly 
by the valuation that people place upon a dollar of 
dividends or possible dividends, than by actual 
changes in earnings and dividends. The major fac- 
tor in this equation is “investment confidence” or 
“financial sentiment.” It was extremely high “con- 
fidence” in the future that put stock yields on so low 
an average basis in 1928-1929. It was lack of 
“financial confidence” that kept stock yields on a 
very high basis—relative to yield of good bonds— 
throughout virtually all of the New Deal period 
prior to the war. 

Since last spring there has been a notably sharp 
decline in average stock yields—due entirely to rise 
in the confidence factor, since dividends themselves 
were lower on the average rather than higher. At 
the end of last April, Moody’ S average yield on 200 
common stocks was 7.8 per cent. By “the end of this 
year, it had been cut to 5.7 per cent. Over the same 
period, average yield on 125 industrial stocks de- 
clined from 7.7 per cent to 5.3 per cent. 

Naturally, this trend—though a major and con- 
tinuing one—can not be maintained at so fast a 
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most optimistic opin- 
ions do not come from 
responsible people on the inside. Roosevelt’s hopes— 
and he warned they were hopes and not a prophesy 
—seem to center on late 1944. In recent days there 
has been a British Government statement that Ger- 
man war production is still very high and very 
efficient ; and an official U. S. Government statement 
that German food supplies are by no means low 
enough to suggest the makings of a home front 
crack-up. 

The weeks of delayed show-down in Tunisia are 
giving the Germans time for intensive fortification 
of weak spots throughout southern Europe; and 
there are authentic accounts of strong Nazi defensive 
preparations throughout Greece and the Balkans 
and adjacent islands, as well as in southern Italy, 
Sardinia and France. The Russians are doing better 
than in their counter-offensive of last winter but so 
far have taken few positions of major strategic 
significance. Certain observers who have been most 
right on past prophesies as regards Russia—includ- 
ing ex-Ambassador Davies—predict that the Ger- 
mans will hold at prepared positions in the South, 
probably Rostov, and will launch a new drive for the 
Caucasus next spring—probably a failure but never- 
theless another try. Short of a German collapse 
mainly due to Allied bombing and to losses inflicted 
by the Russians, the duration of the war appears to 
depend more upon the factor of ocean shipping than 
upon our war output. Shipping is really the de- 
cisive factor; and, while official data is kept bottled 
up, we now hear increasing authoritative reports 
that the transport prospect is not so good and that 
it does not jibe with early victory hopes. 

Meanwhile, over the past three months, our index 
of the 100 highest-price stocks within our weekly 
index of 270 active issues has advanced only 3 per 
cent while the 100 low-price stocks have advanced 20 
per cent. Since the start (Please turn to page 447) 
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INEVITABLE 








BY H. M. TREMAINE 


— any housewife can vouch for the fact that 
decent cuts of beef are very hard to buy; and that 
the official price ceilings—which are supposed to be 
posted in the butcher shops—don’t mean a thing. 
Consider the basic economics of this simple and 
familiar situation: (1) beef in the consumer markets 
is not potentially or theoretically scarce, but acutely 
and currently scarce; (2) beef is a necessity, sub- 
ject to continuous large demand; (3) the average 
consumer is better-heeled with money than ever be- 
fore; (4) the butcher finds a variety of ways to 
puncture the ceiling prices and to favor selected cus- 
tomers; (5) it is physically impossible for the OPA 
to police adequately the tens of thousands of butcher 
shops in the country; (6) the result is a semi-black 
market; (7) unless corrective measures are taken, in 
due course all the best beef will go to the most pros- 
perous consumers at full black market prices. 
Each of the itemized statements in the above para- 
graph has a definite relation to the over-all issue 
of inflation with which this nation is increasingly 
confronted as the mounting production of war goods 
(a) steadily swells the stream of money income flow- 
ing into consumers’ hands while (b) the concen- 
tration of facilities on this non-consumable produc- 
_ tion steadily reduces the supplies of goods available 
to civilians. 


This problem was not unforeseen. In the light of 
experience with prices and price control in World 
War I, Bernard M. Baruch and various others knew 
what the situation would be in this war; suggested 
“all-out” Federal controls for stopping war-infla- 
tion before it could get started; and urged that the 
full control program be applied at once following 
start of war. It was reasoned that the most feasible 
time to establish “ceiling stabilization” is while the 
countless thousands of price relationships are still in 
a reasonably satisfactory balance, as established by 
the free play of peace-time economic factors. It was 
known that, otherwise, the war pressures would not 
only raise the price level but simultaneously unbal- 
ance its structure. It was also known that the half- 
measure of “selective” price control not only could 
not be fully effective but would tend to aggravate 
the unbalance. 

Now it does not make sense to blame anybody in 
particular because this very vital problen—rightly 
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called the third front of the war—has not been han- 
dled either as wisely or as resolutely as it should have 
been. Political government—and we can’t have any 
other kind in a democracy—is always strongly in- 
clined to temporize and compromise as long as it can 
with the most unpalatable or controversial decisions. 

If you demand a scapegoat, just put it down that 
the conflicting pressures of the “farm bloc” and 
the labor union lobbies had Price-Controller Hen- 
derson behind the 8-ball from the start. 

The first step in price-freezing—and price-freez- 
ing is, of course, only one aspect of the inflation 
problem — was a selective freeze limited to basic 
industrial raw materials, with farm products ex- 
cluded. This worked rather well—on the particular 
price segment subject to it. For 1942 as a whole 
the index rise for 18 controlled raw materials was 
only 2.6 points or less than 2% and all of it came 
in the first month of the year. In the first week of 
February last year, this index (August, 1939, 
equal 100) stood at 162.2. On Dec. 31 it was 162.1. 

The uncontrolled basic commodities were wheat, 
corn, cotton, barley, butter, hogs, steers, rosin and 
flaxseed—of which corn has within the past few 
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days been brought under control (unless the farm 
bloc again kicks over the traces). The index of 
this group started 1942 at 166.1 and ended the year 
at 200, a rise of just under 34 points or about 20%. 

This selective control of primary materials was 
first launched in the spring of 1941. At the end of 
April of that year, the domestic agricultural 
“basics” were at 135.3 and the raw industrial 
“basics” at 134.9. Each, in other words, had by that 
time advanced approximately 35% from the average 
of the pre-war month August, 1939. Over the sub- 
sequent 22 months to the end of 1942, however, the 
agricultural group advanced another 45% to an 
index level of 196.1, while the industrial commodity 
group advanced only a further 16% to index 
level of 156.4. 

What it amounted to was that the Government 
sat on a handful of basic commodity prices but did 
nothing to halt the rise in the prices of food, in 
the cost of doing business, in the wage rates or in 
the general structure of wholesale and retail prices. 
Something more had to be done. So in April, 1942, 
just about nine months ago the OPA clamped on 
“General Max.” The highest prices charged by any 
seller in the preceding month were to be the ceilings. 
However, farm products, many foods and numerous 
services were not covered. 


Imposition of Ceilings 


“General Max” did slow the rise in the cost of liv- 
ing. From April to the end of 1942 it went up only 
another 3 cents on the dollar, but the cost of food 
went up over 8 cents on the dollar. Moreover, a night- 
mare of administrative troubles for OPA was prompt 
to develop. The price structure was already out of 
balance. To prevent thousands of concerns from 
being squeezed out of business by inadequate or van- 
ished profit margins, OPA had a choice of using Fed- 


eral subsidies to maintain the ceilings or of revising 
them upward piecemeal. Congress turned thumbs 
down on the subsidy idea. It was applied briefly in 
the case of milk in the New York area, then discarded 
for a price rise sufficient to keep dealers in business. 
Scores of the original ceilings have since been upped. 





The Department of Commerce estimated disposable income of 
individuals, less direct personal taxes, expenditures and sav- 
ings for 1942 as follows (in billions of dollars): 


Disposable Expendi- 














income tures Savings 
Ist quarter 22.8 19.0 3.8 
2nd quarter 25.8 19.9 5.9 
3rd quarter 27.9 20.6 7.3 
4th quarter 31.2 22.0 9.2 
Total 107.7 81.5 26. 








Adjustment took two forms: in some instances allow- 
ing a percentage mark-up based, by specific formu- 
las, on the cost of the goods sold; in others specifying 
the permitted operating margin in dollars and cents. 

At present some 300 separate price regulations 
are in effect and nobody in OPA can keep track of 
the growing perplexities. You can’t find out how 
many of these are of the “ceiling” type, how many 
the “percentage formula,” how many the “dollars 
and cents” margin. 

With Henderson now out and the job turned over 
to former Senator Brown, the future course of OPA 
remains to be clarified. There is even talk of revert- 
ing to “selective” price control—which would put 
the program back where it started—and of abandon- 
ing general price ceilings: 

Today the following realities seem plain: 

(1) Price-fixing by Federal fiat can not of itself 
be either adequate or successful. 

(2) The gap between the prospective level of 
consumer income and the prospective total supply 
of civilian goods and services will be so great that 
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it is politically, and probably economically, impos- 
sible to close it by any combination of higher per- 
sonal taxes and forced savings. 

(3) Much more extensive rationing of consumer 
goods must be adopted, and this device will have to 
be made the most effective single safeguard against 
a major inflation. 

Now let us revert briefly to the example of beef 
scarcity and disguised inflation of beef prices—dis- 
guised because, though the housewife feels it, you 
will not find it reflected in the official price indexes. 
In contrast to this situation, store supplies of late 
model radio sets and various other household ap- 
paratus are still so plentiful that in numerous in- 
stances they can be bought at price concessions. The 
striking fact here is not on the supply side — for 
supply is not large by the standards of peace-time 
years—but the low level of demand. 


Consumers Are Not Inflation-Minded 


Obviously, this paradox could not exist if the con- 
suming public were inflationary-minded in the sense 
of fearing a major depreciation in the purchasing 
value of the dollar. If there were lack of confidence 
in money, there would be the most emphatic “run” 
on durable goods of lasting value or relatively long 
life. Instead, today the shopper scouts around for 
a steak or a roast or good values in needed clothing, 
while giving scarcely a glance to the radio set in a 
dealer’s window. 

Why is this? There are several reasons. By and 
large, our people are spending their money as nor- 
mally as possible and much more prudently and 
patriotically than the inflation-fearful Federal 
planners had allowed for. Their increased demands 
—which are in quite reasonable proportion to in- 
creased employment and 
income — are centering 
preponderantly in neces- 
sity goods, not in lux- 
uries or unneeded things. 
They have radios. May- 
be not the best, but good 
enough to last out the 
war. They know it is 
both common sense and 
patriotic sense not to 
buy a radio but to buy a 
savings bond instead. 
Besides, everybody knows 
that after the war the 
radios will be better than 
any now in the market, 
and no doubt at lower 
cost. 

It is now three years 
and four months since the 
war broke out in Europe. 
The rise of about 25% 
to date in the wholesale 
price level is only slightly 
more than one-fourth as 
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much as occurred in the first three years and four 
months of World War I. The favorable difference 
is a notable one and has been due far more to (1) 
greater productivity and flexibility of our private 
enterprise system than obtained during the last war, 
and (2) to the prudence and thriftiness of the av- 
erage consumer, who is much more fully and intelli- 
gently cognizant of the nation’s inflation problem 
than was the case in 1914-1919, than to such con- 
trols as the Government has applied to date. 


The so-called “inflation gap” was very large 
throughout 1942—large enough in any event to have 
permitted or induced a much greater rise in the price 
level and the cost of living than in fact occurred. 
It will be much bigger this year. Indeed, the Treas- 
ury estimates it at around $40 billions excess of dis- 
posable consumer income over probable total supply 
of consumer goods and services. Certainly this “in- 
flation ammunition” is potentially dangerous and 
cannot be lightly dismissed. With a further great 
increase in total money income on the one hand, and 
much more pronounced shrinkage in total supply 
of civilian goods on the other hand, the upward pres- 
sure on the price level will surely become stronger. 
Nevertheless, the much discussed “inflation gap” is 
in large degree a statistical abstraction and its sig- 
nificance is very far from precise. 

In a nation of spendthrifts, or in a nation in 
which confidence in the purchasing value of the cur- 
rency had been undermined, the present “gap” 
would be sufficient to induce a roaring price infla- 
tion. But neither condition applies. Instead, the 
public is laying aside savings at literally an amazing 
rate—which is conclusive evidence that the people as 
a whole have supreme confidence in the continuing 
integrity of the dollar. You do not buy Government 
bonds or leave increased (Please turn to page 442) 
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A New Age for Transportation 


Part | 


BY PIERRE R. BRETEY 


Editor’s Note: War is bringing major change in every form of transportation. Rails 
will emerge in a greatly strengthened financial position. Radical progress in equip- 
ment will most aid air, rail and motor carriers. In the article below Mr. Bretey will 
tell you many things about the railroads that you probably didn’t know. Following 
this, on page 407, Mr. Gates takes a realistic look at air transport, while on page 
410 Mr. Sheldrick discusses water carriers, motor transport and pipe lines. 


; has been wide diversity of opinion as to the 
post-war outlook for the rails. This has been occa- 
sioned to no small degree by the failure of rail securi- 
ties marketwise to reflect current war earnings—best 
in the industry’s history. Basic reason for failure of 
the market to reflect current earning power—other 
than belief that such earnings are transitory, de- 
pendent on the length of the war, which is unpredict- 
able—is the transformation of the industry from one 
of monopoly to that of keen competition, which in 
turn resulted in one-third of all railroad mileage 
seeking the refuge of the Courts in the 30’s and a 
large segment of rail securities becoming known as 
“marginal” or “borderline.” 

Yet essential to any understanding of the railroad 
problem—particularly with regard to the post-war 
outlook for the industry—is the recognition that a 
fundamental change in transportation occurred at a 
time when the fortunes of the rails were at their 
lowest ebb—namely 1936-1939. This change seems 


likely to carry over in the post-war era. We refer 
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to the stabilization of railroad traffic vis-a-vis its 
competitors beginning in 1937, as witnessed by the 
statistics prepared by the Equitable Life Assurance 
Society in the accompanying table. 

As will be seen from the tabulated statistics, ton 
miles carried by the American railroads from 1937 
to 1940 averaged 65% of all freight traffic moved in 
the United States. (We can omit from considera- 





Distribution of Freight Per Ton Mile 


(Percentage of total) 
Great Inland Pipe 


Year Railroads Trucks Lakes Waterways Lines 
We acscrscnaceecocs 67.8 6.3 14.2 3.1 8.6 
CR ccciccccsctuae 64.3 6.6 16.2 EP 9.2 
Wie iiciacesncceseccs 64.9 6.8 14.8 3.8 9.7 
) 66.1 7.5 11.1 4.0 11.3 
 ———— 65.1 5.8 16.7 3.0 9.4 
Lo) 74.5 6.0 7.8 2.5 9.2 
i ne 73.6 3.9 14.8 1.7 6.0 
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tion the years 1941, 1942 and any subsequent war 
years, inasmuch as the rails have been forced to haul 
a large measure of traffic previously carried by ships 
and trucks—due to the submarine menace and short- 
age of merchant shipping for the former and ration- 
ing of gas and rubber for the latter.) Most impor- 
tant, this stabilization occurred at a time when com- 
petitive traffic was in process of regulation by the 
I.C.C., so that pressure on rates was beginning to be 
removed. This cannot be over-emphasized, for had 
not rates declined on the average some 35% from 
1922 to 1940, with accelerating tendencies in the 
30’s, there would have been no collapse of railroad 
credit, notwithstanding the substantial debt burden 
inherited from its previous monopoly era. Because 
of deterioration of its rate structure, the railroad in- 
dustry, formerly a $6 billion industry in the 20’s 
has been transformed into a “normal” $4 billion in- 
dustry (with current $7 billion war gross a tem- 
porary and transitory phenomenon). 

Without this brief historical background, the in- 
vestor is apt to lose his proper perspective of the 
railroad problem. To obtain a still clearer under- 
standing of the post-war railroad problem, we must 
advance two hypotheses, the first being political in 
character. The writer deems it politically suicidal 
for any party, whether Republican or Democratic, to 
permit a depression of the 1929-32 magnitude with 
its resultant economic dislocations and social strains. 
In fact, modern government is virtually committed 
to fostering prosperity. However, instead of foster- 
ing of essentially a “consumers goods” recovery from 
1932 to 1937, which method resulted in the violent 
collapse in the fall of 1937 and extended throughout 
most of 1938, in any future post-war emergencies, 
whatever government then in power, is likely to 


1918 1942 


1918 





Total Freight Cars 
2,040,000 2,397,943 


Ton Miles of Freight 
630,000 405,380 


(000,000) 





foster a more balanced recovery emphasizing to a 
greater degree the “heavy industries.” Obviously, in 
such a case, the rails would be one of the chief bene- 
ficiaries of such policies, since railroads now partake 
of characteristics of the heavy industries. As such, 
they would benefit in a better balanced economy, in 
marked contrast to the period of 1932-37. 


World Reconstruction and Trade 


Our second hypothesis can be briefly stated. For a 
period of years in the post-war era the United States 
is likely to participate in world reconstruction and 
international trade—possibly on a scale greater than 
ever before known. As a consequence, the economic 
activity of this country could well be maintained at 
high post-war levels. (We expect the Federal Re- 
serve Board Index of Production to fluctuate around 
a median 25 to 30% higher than in the 30’s.) Such 
business activity, if sustained as anticipated, must 
of necessity be reflected in high levels of railroad 
traffic, far greater than in the 30’s. We are not 
alone in expecting high levels of business activity, 
since the Brookings Institute, by far the best in- 
formed economic body in the United States, is cur- 
rently predicting a two- to three-year post-war 
period of sustained high levels of economic activity. 

Should our twin hypotheses of government control 
and direction of our economy and a period of greatly 
stimulated economic activity prove correct, it fol- 
lows that the railroad industry, despite post-war 
competitive problems of great magnitude, is not 
likely to experience, in the immediate post-war 
period at least, a decline of such magnitude as to 
cause the industry to revert to a $4 billion gross 
(that of the 30’s) compared with the $7 billion cur- 


1918 


1918 


1942 





Total Locomotives 


Total Employes 


1,322,000 1,841,575 39,000 67,936 
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rently. Rather we anticipate a 
gross of between $5 and $514 
billion. To understand the sig- 
nificance of this figure, we would 
draw attention of investors to 
how the rails fared from 1938 to 
1942, a period of transformation 
from depression to prosperity. 
Certain trends will be discern- 
ible—trends which are likely to 
be carried over to the post-war 
period and hence of considerable 
importance to investors. 

It is a generally admitted fact 
that in depressions, new prod- 
ucts or operating economies are 
conceived—with their fruition 
deferred until ensuing periods of 
prosperity. The railroad indus- 
try is no exception. For in the 
middle 30’s, when, as previously 
stated, one-third of aJl railroad 
mileage was in the hands of the 
Courts, and a substantial num- 
ber of rail securities reduced to 
a status known as “borderline” 
or “marginal,” the rails were 
forced to economize. Many forms of new equipment 
and technological methods were tried, with some, of 
course, found wanting. On the other hand, many re- 
sulted in worthwhile economies. Among these which 
should be mentioned are Diesel engines for switching 
purposes (a particularly substantial saving) ; Diesel 
freight engines, still more or less experimental 
though promising of marked economies; light-weight 
freight cars; specially designed freight cars for 
specific purposes ; light-weight passenger equipment 
(typical example being Pullman Duplex Roomette 
Car) ; special co-ordinated streamlined trains, so suc- 
cessful (and at the same time profitable) as to regain 
a good measure of passenger business previously 
lost; new type locomotives, both passenger and 
freight, with tractive power so great as to permit 
longer runs without stops, thereby necessitating 
fewer locomotives. Operating economies of the new 
type engines are so great that it is estimated that 
such equipment pays for itself in five to seven years. 
Such is a brief recital of new equipment. 


New Operating Methods 


Among technological methods should be listed 
mechanical track devices, including those for welding 
track, and centralized control devices permitting 
greater traffic density, thus obviating the need of a 
second track. From data appearing in the “Railway 
Age,” it would appear that centralized traffic control 
increases track capacity, permitting as many as 
sixty trains to be handled daily, whereas former 
capacity was but thirty trains daily. This system 
saves at least one minute for each freight train mile. 
Capacity of car retarder yards can be increased by 
utilization of new control devices. In some instances 
the increase is 3,500 cars over one hump daily with- 
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out delays. Greater utilization of equipment ob- 
viously results in time savings, and average yard 
time of cars was reduced by as much as three hours 
where new equipment has been installed. 

It is extremely unlikely that operating economies 
arising out of utilization of these new products and 
new methods will be limited merely to the pre-war 
and war periods. On the contrary, such economies 
are likely to be permanent. In fact, we even look for- 
ward to further new products held in abeyance by 
the war, which will reduce operating costs still 
further in the post-war era. 


In order to emphasize operating savings resulting 
from the introduction of new equipment and new 
technological methods, a brief recital of operating 
results for 1941 as compared with 1929, previous 
peak year, is herewith cited. (Statistics for 1942 are 
not as yet available.) As compared with 1929, trac- 
tive power of lomotives increased 13.6%; average 
capacity of freight car increased 8.0%; average 
freight train loads, 13.8% ; revenue ton miles 6.2%. 
At the same time fewer locomotives were needed to 
handle the increased traffic (31.4%) ; fewer freight 
vars (28.3%); and fewer employees (31.4%). 
Greater employee efficiency was effected, ton miles 
per employee increasing 54.8%; and ton miles per 
dollar of wages 31.7%. Greater efficiency from each 
freight car and locomotive was obtained, ton miles 
per freight car rising 29.5% and ton miles per 
freight locomotive 123.1%, latter being achieved 
with a decline of 11.2% in fuel consumption (lbs. of 
fuel to pull 1,000 tons one mile). All in all, these 
figures resulted in record low operating costs, freight 
expense per 1,000 revenue miles being $6.15, a de- 
crease of 17.3%. 

Operating ratio of all Class I railroads—which 
percentage is an all-inclusive figure covering all ex- 
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CLASS I RAILROADS 


No projection of post-war prospects for the rail- 


A+B+C=Gross Revenues road industry would be complete without referring r 
nee Se briefly to 1942 operating results, best in the indus- . 
C =Net Income try’s history, accumulation of substantial amounts of to 





cash, also greatest in history, and prospects for § do 
1943. Final results for 1942 are not as yet available col 
but it would appear, on the basis of ten months § be 
actual and two months estimated, that gross income 5 ; 
= reached $7.5 billion ($5.3 billion in 1941), available | ing 
for charges, $1.70 billion ($1.13 in 1941) and net F tio 
income after deducting $635 million for fixed } 19 
charges including rentals, approximately $1 billion jn 
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temporary cash investments, special deposits, and | ob 
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Federal Government for transportation of troops | th: 
pense factors including equipment costs, repairs, and war supplies) reached $2.03 billion ($1.25 bil- | tio 
wages, etc.—reflects the trend shown above. In 1929 lion October 1941). Taxes accrued including | of 
operating ratio of all Class I roads was 71.8%, but $788.9 million owed the U. S. Government, were | les 
as volume of traffic declined, this ratio rose to 76.9% $932.1 million ($384.7 October 1941). It would | wh 
by 1932. The same brief cycle was again repeated as seem that most of the rise in cash will have been 
volume of traffic rose and fell with fluctuations in absorbed by taxes. Yet both borderline and reor- 
general business, operating ratio being 72.3% in ganization roads—the very roads needing cash most 
1936 (following recovery from 1932) and 76.3% in -—are not the roads confronted with tax accruals to | 
1938 (as depression deepened). With traffic volume any major extent. It is the prosperous Pocahontas | diy 
again rising, first stimulated by defense orders and _ coalers, Norfolk & Western, Virginian, Chesapeake } fo) 
then by the war and its emphasis upon armaments, & Ohio, and Louisville & Nashville, as well as Nickel | bel 
operating ratio declined to 68.5% in 1941. When Plate, to name but a few, which are subject to sizable | ga 
final statistics for 1942 are compiled, operating ratio excess profits taxes. Chief beneficiaries of this rising | tw 
is expected to be considerably lower (63.5% for 12 cash in 1942 were primarily the defaulted roads, and | pe 
months ending October 31, 1942), emphasizing the to a lesser extent the marginal roads, and despite } mc 
part that volume plays in operating results of rail- exhausting of most of their carryovers in 1943, and | he: 
roads. Essentially, the industry is a volume indus- possibility of a moderate increase in normal and sur- | po 
try, volume being the keystone on which managerial taxes for 1943, cash resources should again show | tri 
efficiency must be founded. Accordingly, during the _ sizable gains, though not at such a spectacular rate. | tr¢ 
war period the industry can in all probability main- The investor should not lose sight of the possibilities | po 
tain its operating efficiency at or about 1942 levels, that railroad managements may, in 1943, inaugurate | co 


with an operating ratio at or slightly below 65%. a vigorous policy of debt reduction with these sur- 
Yet in the post-war era, due to the loss of substan- plus funds. 
tial war traffic (we expect an immediate post-war The Department of Commerce in its November 


gross of $514 billion, compared with over $7 billion 1942 issue, forecast an increase of 15% in freight 
current, $6 billion in the 20’s and $4 billion in the and 25% in passenger business for 1943. Mr. East- 
30’s) we anticipate higher operating expenses. As a man, considered the best informed man in the United 
guide to future operating expenses we have in mind States on matters pertaining to railroads, seemingly 
a rule-of-thumb formula which has been submitted to confirmed the Department of Commerce forecast, in 
some railroad managements and which, with minor _ stating that a substantial increase in ton miles would 
exceptions, has received their approval. Briefly be handled by the rails in 1943. Assuming that the 
stated, in any post-war depression, we expect 12 Department of Commerce forecast is correct— 
cents of each dollar of gross to be available for although we must bear in mind that 1943 results will 
security holders; 75 cents to go for operating ex- be governed to no small extent by war developments, 
penses (operating ratio), 10 cents for taxes and 38 —gross in 1943 should reach $8.5 billion. If we con- 
cents for joint facility rents. In a good post-war sider an operating ratio of 63% likely during the 
year 17 cents is expected to be available for security year, this would permit of earnings available for 
holders; 70 cents for operating expenses, 10 cents fixed charges $1.8 billion, or slightly over 2.8 times 
for taxes and 3 cents for joint facility rents. These charges of $620 million. In compiling the above 
formuli, be it noted, assume operating ratios far estimates, we have assumed normal and surtaxes for 
above current ratios of 63% but in line with experi- 1943 at 45% compared with 40% in 1942, and have 
ence in the 30’s, and therefore should easily be real- assumed no major changes in rates for depreciation 
ized. of ways and structures, anticipating that these 
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charges will absorb approximately 214% of 1943 
gross. 

However, we do not expect earnings after charges 
to vary perceptibly from 1942 results. Labor un- 
doubtedly will obtain some increase in wages. ‘To 
conform to the Little Steel Formula, wages should 
be increased 3.2%. However, an increase of between 
5 and 10% is probable, with the government absorb- 
ing a substantial portion of the increase, actual por- 
tion depending upon the percentage of taxes paid in 
1942. Then too, the tax burden will be heavier, for 
in addition to the expected increase in normal and 
surtaxes to 45%, a number of roads will have ex- 
hausted their tax carryovers in 1942. (We do not 
anticipate that 1942 rate increases will be rescinded, 
in view of both the I.C.C. decision in the Texas Rate 
Case and their recent regulation whereby all sums 
obtained from rate increases should be impounded 
for either (1) Additions and Betterments or (2) to 
reduce debt. These twin decisions seem to forecast 
that the OPA and other parties seeking rate reduc- 
tions, will be overruled by the I.C.C.) Combination 
of increased tax burden and wage rises may nonethe- 
less bring about a check in the rising earnings trend, 
which had its genesis in 1938. 


Post-War Outlook 


At the outset, it was stated that there was wide 
diversity of opinion relative to the post-war outlook 
for the rails. Many fiduciary institutions are of the 
belief not only that current earnings are to be re- 
garded as a windfall but that this is the final oppor- 
tunity to dispose of virtually all rail securities. Their 
pessimism and fears are occasioned by (a) loss of 
monopoly position by the rails; (b) high debt in- 
herited from former monopoly era; (c) rigidity of 
post-war costs, particularly wages; (d) revival of 
truck and coastwise shipping activity with further 
traffic inroads in prospect and weakening of railroad 
position relative to its competitors; (e) airplane 
competition with resultant loss of long-haul passenger 











traffic and railway express; also possible loss of more 
profitable L.C.L. long-haul freight. Additionally, 
to these fundamental fears, these institutions adhere 
to such beliefs as (1) an early ending of the war and 
the reopening of the Panama Canal; (2) a substan- 
tial decline in post-war traffic and (3) equally im- 
portant, that current rate of earnings will not cen- 
tinue long enough to insure sufficient reduction of 
fixed charges to a point where former high railroad 
credit is re-established. 


The Fundamental Problems 


Space does not permit detailed answer to all of 
these objections. Most fundamental problems beset- 
ting the rails post-war, are wages, heavy debt burden, 
and competitive agencies such as trucks, pipe-lines 
and waterways, shipping and airplanes. 

Wages have risen consistently since 1916. Yet 
since 1922—omitting abnormal war and _ post-war 
period of 1917-21 — it is not generally recognized 
that wages have averaged 47% of gross, rising to 
50% in a bad year like 1931, but declining to 43.7% 
in a good year like 1941. Railroad management has 
offset rising wages with operating savings. Whereas 
in 1929 only 154 ton miles of freight were handled 
for every dollar of wages paid, 200 ton miles were 
handled in 1941. We do not look for an immediate 
post-war reversal of this trend, since the rails have 
ample room for further technological gains and pos- 
sible gains arising from the war such as elimination 
of the worst features of “featherbedding” and aban- 
donment of branch mileage brighten the post-war 
outlook. (Only 2,516 miles were abandoned in 1942; 
to make appreciable post-war operating savings and 
worthwhile tax savings, at least 40 to 80,000 miles 
of non-profitable branch mileage should be aban- 
doned ; need for rails and scrap may hasten abandon- 
ment in 1943.) 

Trucks have been the bete noire of the rails, not 
because of the small amount of traffic handled—only 
6 to 7% of all ton miles handled—but because of 
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Railroad Cash Holdings 


As of Oct. 31, 1942, latest data available, thirty-eight 
representative railroads had $1,434,000,000 cash on hand, 
against $950,000,000 a year earlier, a gain of $484,000,- 
000. Receivables, mainly due from the Government, 
totalled $437,000,000 on the same date, having increased 
$224,000,000 in a year. In twelve months net working 
capital increased $253,000,000 to total of $1,023,000,000. 

Some of this cash will be used to buy in outstanding 
bonds or to meet maturities; some to bolster reserves 
against future emergencies. Securities of some of the 
reorganization rails are priced in the market today for 
not much more than the holdings of cash and cash 
equivalents. 











pressure upon rates resulting in the erosion of the 
rate structure, so disastrous in its financial results. 
As yet truckers have not had to absorb heavy term- 
inal costs—extremely heavy expense representing 40% 
of all rail operating costs—nor have they been thor- 
oughly unionized. With operating ratios of the more 
efficient truckers 95%, even in pre-war years, any 
rising costs must be compensated for in rising rates. 
No longer do trucks provide the threat to volume 
and rates as in the past. 

Pipe lines do not represent a threat to railroads 
inasmuch as they have already been successful in 
weaning all traffic formerly handled. Such new pipe 
lines as are now being built will generate traffic, 
formerly carried by water-borne carriers and thus be 
competitors to this other transportation agency. 
Inland waterways, on the other hand, provide a 
threat out of all proportion to the negligible traffic 
they carry, since in the past they have been re- 
sponsible for a substantial reduction in rail rates. 
Future damage is dependent upon poiitical pressure. 
On purely economic grounds, threat to the rails 
would otherwise be negligible. 

Since shipping rates are but one-tenth of those of 
railroads, and since we will end the war with a sub- 
stantial tonnage of ships, ultimately we expect severe 
post-war competition with the coastal rails. This, 
despite labor troubles almost impossible of solution. 
Such competition, however, is likely to be deferred 
for several years after the yar until such time as war- 
torn areas are rehabilitated. 

Admittedly, long-haul passenger traffic and profit- 
able mail and railway express business will be lost to 
the airplanes. However, despite extraordinary tech- 
nological progress already made, operating costs of 
planes carrying freight are still many times cost by 
rail. Even granting further operating economies for 
planes, at even an accelerating rate, rails are likely to 
continue to enjoy, for a long while to come, as 
marked an advantage in costs over planes, as have 
ships over rails. Still further, industrial plants do 
not possess individual landing fields, as they do 
sidings. Therefore, rails enjoy almost as much flex- 
ibility toward planes as do trucks toward the rails. 
We see little possibility of any major inroads on 
railroad freight by the planes in the five or ten year 
period following the war. 

The other fears raised by institutional holders are 
not to be slightly regarded. For the debt burden of 
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the rails is high indeed, total debt including receivers’ 
certificates and non-negotiable debt to affiliated com- 
panies being $11.18 billion at the end of 1941. And 
truth to tell, fixed charges have not been reduced to 
any sizable extent, from $714 million in 1929 to 
$620 million in 1941. These figures, however, over- 
look several factors: (1) market value of all railroad 


bonds is approximately $7 billion at this writing, | 
and (2) charges would be markedly less were all re- | 


organization roads to issue new securities under pro- 
posed I.C.C. plans. In most reorganizations, new 
charges as proposed are but 25% of the old fixed 
charges. However, most important is the fact that 
Congress passed a law permitting rails to retire debt 
without being penalized taxwise for the difference, as 
between purchase price and par value. Freedom of 
tax liability, in conjunction with the substantial cash 
balances, plus I.C.C. insistence on reduction of debt, 
leads us to believe that in 1943 the rails are likely to 
embark on a policy of progressive debt reduction. 
Until last Fall, it had generally been believed that 
future debt reduction would be accomplished chiefly 
through open market purchases. However, it now 
appears that the rails prefer calling for tenders, in 
that the tender method permits roads to acquire 
sizable blocks of their own bonds without bidding up 
their price. Parenthetically, the remark made in 
jest, that the roads now possess a vested interest in 
low bond prices, is all too true. But from the view- 
point of re-establishing railroad credit, the larger 
the amount of bonds obtainable, the sooner re-estab- 
lished is that credit. 

It is not within our province to forecast the length 
of the war, nor shall we attempt such a forecast. 
Suffice it to say, however, that gross will probably 
continue in excess of (Please turn to page 447) 





Recommended Rail Issues 


Current Approx. Yield to 


Price Current Maturity 

South. Ry. dev. & gen'l 6's 1956.......... 88 6.87% 7.47% 

N.Y., Chi., & St. L. ref. 4/2 s 1978...... 66 7.01% 7.35% 
Central Pacific (Southern Pacific Sys- 

tem) Through Short Line Ist 4's 1954... 75 5.33% 7.34% 


In selecting the most attractive defaulted issues we have 
tried to limit ourselves to securities which have paid out size- 
able amounts of interest arrearages in 1942. The only excep- 
tion were the 1st mortgage bonds of the Western Pacific chosen 
not alone for nearness in approaching Supreme Court decision, 
but also because of combination of the post-war economic out- 
look of the territory it serves and almost assured higher post- 
war earning power. Were it but for absence of interest 
distributions, senior securities of the Rock Island and the Rio 
Grande would also appear in our list. Our selections, together 
with disbursements made in 1941 and 1942 are herewith listed: 


Interest Payment 


Current — Disbursements — 





Price 1942 1941 
Western Pacific Ist 5's 1946...........00 39 $ $ 
St. Paul gen. 4172's 1989........sssecccsesens 46 WEG376°  seatac 
CS. BON Ws ems S'S VOB Tic. enc scccccccesecove 35 30.10 28.60 
K. C., Fort Scott & Memphis 4's 1936.. 66 129.00 49.00 
St. Louis-San Francisco 41/2's 1978...... 21 39.84 12.41 
Missouri Pacific ref. 5's 1980................ 38 50.00 25.00 
New Orl., Tex. & Mex. Ist 52's 1954 55 110.00 27.50 
New Haven ref. 41/2 s 1967........sss00 oo ST 135.00 50.63 
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PART Il 


The Future of Air Transport 





BY WARD GATES 


i. THE field of transportation —a field upon 
which our complex and increasingly integrated civil- 
ization is so vitally dependent—the most revolution- 
ary fact of our time is the conquest by the airplane, 
in an almost incredibly short span of years, of the 
basic factors of distance and time. 

Today regular and speedy air transport over all 
the continents and all the oceans is routine and com- 
monplace. In the entire world, there is now no com- 
munity beyond the range of the airplane. Wherever 
there is military or commercial need sufficient to 
justify establishment of the necessary ground facili- 
ties, airplanes can go. 

Under the pressures of war, air transport is doing 
things that could only have been in the realm of sheer 
fantasy only a short while ago. One recent example 
of the “impossible” was the performance of a Pan- 
American flight crew in making twelve trips across 
the South Atlantic on the Brazil-Africa route in 13 
days and 15 hours. 

As hopes of a shortened duration of the war have 
increased, it is not to be wondered at that the future 
potentials in air transport are now strongly appeal- 
ing to the imaginations and pocket-book instincts of 
investors and speculators. If you polled either in- 
vestors or professional security analysts on the ques- 
tion of which industry is assured of the most pro- 
nounced post-war growth, the over- 
whelming answer would be the air 
transport lines. 

But it is one thing to agree, as does 
this writer, that air transport has a 
bright long-term future, and some- 
thing else again to jump to easy as- 
sumptions as regards either (1) the 
current attractiveness of the air line 
shares or (2) the much talked of ad- 
verse consequences that development 
of air traffic will have upon older 
forms of transportation. 

Today the popular consensus, as 
reflected in the stock market, is very 
bullish on the air line stocks, very 
bearish on the rails. At recent best 
levels the air line stocks were 100 to 
158 per cent above the lows of last 
spring and priced at roughly 10 to 
13 times current annual earning 
power per share. In the railroad 
equities the average percentage re- 
covery from bear market lows to date 
is from one-eighth to one-fifth as 
much as that in the air line shares, 
and numerous of these issues are 
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priced at only 1 to 2 times their current annual 
earnings per share. 

The reasons for skepticism on the future of the 
railroads and for optimism on the future of the air 
lines are obvious. And since air transport is definitely 
a “growth” industry, while the railroads can not be 
so considered, a considerable disparity in the respec- 
tive market capitalizations of current earnings of 
these two groups of stocks is quite valid. However, 
there is a very real question whether so great a dis- 
parity as now exists is justified. Granted that the 
air lines have a promising future, when will it mature 
and to what extent will it pay off in dividends? 
There can be no answer to this question that is not 
conjectural and speculative. 

The fact is that purchase, or retention, of air line 
equities can only be on a highly speculative basis— 
as is also true of rails and of nearly all equities in 
every form of transportation. One can neither 
estimate nor guess what the potential earnings and 
dividends might be in this industry. 

Among the various reasons why investors are 
“leery” of rail securities are: (1) This is a Govern- 
ment-regulated industry; (2) it has not been pos- 
sible for rails, with very few exceptions, to attain a 
continuing adequate return on the capital invested; 
(3) a great deal of capital supplied by investors and 
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speculators has been lost or greatly depreciated 
through rail bankruptcies and reorganizations. 

Well, the air lines also are Government-regulated 
and inevitably will be more so in future as their place 
in transportation becomes more important. Whether 
they can in future maintain and pay out as dividends 
a continuing good return on invested capital is un- 
certain. On point No. 3 they do have a great advan- 
tage over the railroads in that capitalization is pre- 
ponderantly of an equity nature, with funded debts 
either modest or non-existent. But while this safe- 
guards against reorganizations, in which equity 
owners always take a beating, it does not of itself 
insure good dividends. 

The history of what happened to invested capital 
in all older forms of transportation is not an alluring 
one. True, a few of the great American family 
fortunes were made in one type of transportation or 
another, especially railroading and water shipping. 
True, there have been fairly long periods in which 
investors in some transportation securities received 
an adequate return on their money. True, there 
have been “honeymoon periods” in which large spec- 
ulative profits were available in transport equities. 
But over the long pull it is nevertheless true that the 
investing public—especially the equity holders— 
have lost more capita! in transportation than they 
have made. 

Historically, transportation—especially passenger 

traffic—has consumed more capital than it ever re- 
turned. Whether air transportation will prove to be 
something new and different in this respect remains 
to be seen. 
Some “growth” industries—for instance chemicals 
have been mainly self-financing. That is, the cap- 
ital required for physical expansion was obtained 
preponderantly from surplus profits and deprecia- 
tion reserves, without market financing. Most chem- 
icals have not only been able to finance expansion 
this way, but simultaneously to pay quite respect- 
able dividends. 

To attain the growth volume that popular im- 











408 


agination looks for—and which very likely will be 
attained—the air transport industry will necessarily 
have to expand greatly its present investment in 
equipment, terminal facilities, etc. It is improbable 
that this expansion will be self-financing. More 
likely, a large part of the needed capital will be 
raised by public financing. In any event, for an un- 
predictable time to come, the requirements of financ- 
ing expansion will take precedence over dividends. 
That has been the rule with most “growth” enter- 
prises and in many instances it has ultimately paid 
off very handsomely. But the pay-off record has 
been much better in industries in which expansion 
was largely self-financed—for example, the leading 
motor and accessory companies, chemicals, electrical 
equipments, farm equipments, chain stores, etc.— 
than in those, such as transportation and steel, in 
which large initial capital, and usually public financ- 
ing, was required. 

If things go as well as the air transport enthu- 
siasts predict, the bulk of the capital to be invested 
in coming years will earn a handsome return; in time 
the rate of growth will slacken and then flatten out 
at a level far above present air traffic volume; the 
financial demands of capital expansion will be 
greatly reduced, at least on a relative basis; and a 
much increased proportion of earnings can be paid 
out in dividends. 

But will it work out that way? The answer can 
only be: maybe. Nobody can know at this time. Cer- 
tainly the long term picture is not without restric- 
tive elements that are predictable and that should 
be allowed for. First of all, let us repeat, it is an 
industry that will be regulated by political govern- 
ment. In the long run, will political government per- 
mit air transport to earn a larger return for inves- 
tors and speculators than is allowed the regulated 
rails or the regulated utilities? I must say that I 
doubt it very much. Between regulation and com- 
petition—more effective competition within the in- 
dustry than from other forms of transport—rates 
and profits will be held down. 

So far as concerns international air transport— 
which seemingly has captured the public imagina- 
tion rather more than have the potentials in this 
country—the post-war prospect clearly is not with- 
out many uncertainties and imponderables. Without 
doubt, there will be a major growth of international 
air traffic. But just who will handle it and how 
profitable will it be? Technically and otherwise, Pan- 
American has a head start and a tremendous lead. 

















Sources of Air Line Revenue 


1931 1936 1941 


Express 
2.9% 





Express 
3.0%, 











Passenger 


Passenger 75.9% 


60.8% 





Total $24,090,000 


Total $34,330,000 Total $94,234,000 











THE MAGAZINE OF WALL STREET 











an 
al 

ho 
un 
TI 
it 


flu 
are 
ica 
dic 
tio 
to 

tra 
fre 
An 
an 
for 
als 
nov 
in 

har 
ser 
lin 
gre 
of 

we 
or 

wil 


the 
be 

ass 
ay 
the 
ete 
lie. 
arc 
val 
pol 
the 
fre 
wit 
or 

Ex 
col 
nol 
equ 


fut 
ere 
ste 
in 

far 
the 
by 
tra 
Th 
vol 
the 
tra 
tra 





1 be 
rily 
t in 
able 
fore 
1 be 
un- 
anc- 
nds. 
iter- 
paid 
has 
sion 
ding 
rical 
:C.— 
1, in 
anc- 


ithu- 
asted 
time 
. out 
; the 
l be 
nda 


paid 


- can 
Cer- 
stric- 
1ould 
is an 
vern- 
_per- 
nves- 
lated 
rat I 
com- 
e in- 
rates 


ort— 
gina- 
- this 
with- 
thout 
‘ional 

how 
Pan- 


lead. 


————-——— 











REET 











But what kind of a world 
will it be? We talk bravely 
and hopefully of internation- 
al cooperation and brother- 
hood, of free trade, and 
unhindered _ transportation. 
That would be fine. Maybe 
it will come to be. 

But even now certain in- 
fluential interests in England 
are looking at Pan-Amer- 
ican’s position with jaun- 
diced eyes and raising ques- 
tions about this “threat” 
to Britain’s future in air 
transport. On a reasonably 
free competitive basis, Pan- 
American would hold its own 
and forge ahead against 
foreign rivals and probably 
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More than 1,500 passengers and 18 tons of United States mail, on board appr 
carrier transport planes under the United States flag, are in the air every second of each 24 hours. 
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also against any U. S. rivals 
now in sight. But inherent 
in international air transport, is the fact that you 
have to have terminal facilities in the foreign lands 
served. That means, of course, that foreign air 
lines — perhaps government-subsidized — must be 
granted reciprocal privileges here. Over vast reaches 
of the world, Pan-American service thus far has been 
welcome, and either without any competition at all 
or without effective competition—but whether that 
will indefinitely be so is questionable. 

Suppose we say that five years after the end of 
the war, the volume of commercial air transport may 
be twenty or thirty times larger than now. Such an 
assumption would not necessarily presuppose either 
a proportionate growth in earnings and dividends or 
that the air line equities would be continuing cov- 
eted favorites of the investing and speculating pub- 
lic. Sooner or later equity buyers and owners get 
around to putting either a low or a relatively static 
valuation on the earnings of enterprises subject to 
political regulation and the unpredictable vagaries 
thereof. The railroads today have record-high 
freight volume, are earning very large profits, but 
with few exceptions are paying only small dividends 
or none at all and are selling at depresssed prices. 
Excepting in the matter — quite important, of 
course—of relative freedom from bonded debt, may 
not the ultimate stock market status of air line 
equities be similar to that of rails and utilities? 

Some of the more optimistic forecasts on the 
future of air transport assume that the industry’s 
growth will be at the expense of the railroads, the 
steamship lines and the motor truck carriers. Except 
in the field of passenger service, which normally is 
far less profitable for the rails and water carriers 
than freight, this is erroneous. Authoritative studies 
by hard-boiled operating experts within the air 
transport industry itself indicate just the opposite. 
The great bulk of the non-passenger air transport 
volume that is to come will be new volume, added to 
the total transportation volume rather than sub- 
tracted from previous volume of older forms of 
transport. What the railroads did to the stage coach 
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Source: Civil Aeronautics Administration 


lines and barge canals, and what the automobile did 
to the tractions can not be accepted as a realistic 
guide to what air transport will do to the rails, 
truckers and water carriers. 

A very thorough analysis of this whole matter has 
recently been made by W. A. Patterson, president of 
the United Air Lines. Here is his conclusion: 

“The volume of domestic air cargo could increase 
one-hundredfold and yet capture only 1/10 of 1 per 
cent of the freight tonnage now carried by the Amer- 
ican railroads. But, apart from that, the use of the 
airplane should be expected to stimulate the creation 
of additional traffic of the type that is the rightful 
field for surface carriers. 

“In fact, the business of air transportation can be 
considered as a sales department for the whole trans- 
portation industry, promoting traffic that will re- 
dound to the benefit of all forms of carriers, with 
each type fulfilling those requirements in our future 
economy peculiar to its own inherent characteristics.” 

The cargo carrying performance of air transport 
for present war purposes is not a good guide to com- 
mercial potentiality. In war, speed of delivery is 
paramount and cost factors are ignored. But cost 
can never be ignored in commercial transport. The 
United Air Lines study has made detailed compari- 
sons between the normal cost of handling an aver- 
age train-load of freight between Chicago and San 
Francisco and the cost of handling the same volume 
of freight by airplane. With the standard planes 
now in use, the cost would be 35 times greater than 
by rail. Future planes, capable of carrying larger 
payloads, no doubt could reduce this disparity con- 
siderably: It is believed most improbable that they 
could ever wipe it out. With the great bulk of 
freight, regularity of delivery is the essential factor 
rather than speed of movement, and even a slight dif- 
ference in costs—a difference so small that it has to 
be figured in mills per ton, would be decisive. 

Mr. Patterson has made a similar comparison be- 
tween the cost of hauling an average load of 6,400 
short tons in an ocean freighter of 13,000 tons 
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foaded displacement—the type of ship now being 
made in large quantity—from San Francisco to 
Brisbane, Australia, and the cost of doing the 
job by air transport. His conclusion was that the 
airplane cost would be 250 times that of the steam- 
ship! 

The lower the per pound market value of the 
goods shipped, the greater is the disadvantage of the 
airplane in competition. On most bulk goods, air 


shipping cost would be prohibitive and in many jin- 
stances the freight charge would exceed market value 
of the product. The place of the airplane in cargo 
work will be for goods of high value per pound or 
for service in the numerous instances in which speed 
is so urgent as to outweigh transport cost. For in- 
stance, platinum has a value of $560 a pound. Air 
transport cost from Australia to San Francisco 
would be equivalent to (Please turn to page 438) 
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. in a big way in scarcely more than a 
single generation, the role of the motor vehicle in 
transportation of passengers and freight has become 
a huge one indeed. ‘The most conspicuous competi- 
tive victims of this growth have been the urban and 
interurban electric trolley lines. The relatively few 
that are left in business are having a transient come- 
back due to present restricted use of automobiles, 
but the low price-earnings ratios on all traction se- 
curities correctly reflect their unpromising post-war 
prospect. 

Passenger automobiles and buses have perma- 
nently taken a large volume of traffic from the rail- 
roads, with particularly onerous effects upon short- 
haul and commuter line business. Yet over the past 
several years—well before expanded war traffic and 
large troop movements created the present tem- 
porary boom in passenger volume on the rails—there 
was some evidence that the long down trend in pass- 
enger revenues had been halted and partially re- 
versed. This was due on the one hand to much im- 
proved rail service at lower fares and on the other 
hand to the increasing inconvenience caused by high- 
way congestion. 

It is probable that the maximum peace-time diver- 
sion of ‘rail passenger volume to motor transport has 
been put behind, but it is out of the question that the 
rails can stage a really important come-back in this 
business. The trend of “poor man’s” travel by inter- 
urban and long-haul buses still points strongly up, 
while — as observed in the preceding article — air 
transport will increasingly attract those who can 
afford it. Indicative of the fast growth of bus travel, 
gross revenues of Greyhound Corporation were, 
roughly, $39 million in 1936, $50 million in 1938, 
$55 million in 1940, $77 million in 1941 and $115 
million (estimated) in 1942. 
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A certainty of the post-war era is a great exten- 
sion and reconstruction of public highways, prob- 
ably with various long distance express roads that 
will permit high speeds and the circumvention of 
urban traffic congestion. At the same time new and 
lower cost materials, more efficient internal combus- 
tion engines and higher-performance fuels will sub- 
stantially cheapen the purchase and operating costs 
of all types of motor vehicles. ‘This, along with bet- 
ter roads, will give a big further boost to highway 
transport, both commercial and non-commercial. 

Although the common carrier motor trucking 
business has attained a huge total volume, with a 
few enterprises of considerable size engaged in it, 
none of these concerns is listed on either the New 
York Stock Exchange or the Curb Exchange. In- 
deed, in the whole field of commercial highway trans- 
port, Greyhound is the only stock meriting specu- 
lative - investment consideration. This company’s 
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past earnings growth trend has been fairly con- 
sistent, despite reduction of fares in 1940, and looks 
promising for the future. With present annual 
earning power around $2.30 a share, a dividend of 
$1 to $1.25 should be readily supportable. Now a 
fraction above 14, which is close to the 1942-1943 
high, the stock is priced at about 6.1 times indicated 
net per share. 

Among the inherent competitive advantages of 
commercial motor transport, operating flexibility is 
perhaps the most important. Motor vehicles can 
handle relatively small loads profitably, while rail- 
roads and water carriers can not. They can pick up 
the business at its source and take it to ultimate 
destination, without intermediate re-loading or 
transfer. They can suit the frequency and con- 
venience of schedules to the customer’s needs more 
readily than can a railroad. Traffic densities too low 
for rail operation are often high enough for full- 
load business by motor carriers. For many services, 
motor transport is faster than rail service. 

Regulation of commercial highway transport by 
the I. C. C. in recent years has to date helped the in- 
dustry more than it has harmed it. While it has 
stabilized rate competition as practiced against the 
railroads, it has at the same time stabilized rate com- 
petition within the motor transport business. To 
some extent, former operating cost advantages, as 
compared with the railroads, are being narrowed by 
higher labor costs—incident to the growing union- 
ization of motor transport — and by higher oper- 
ating taxes, exclusive of income taxation. On the 
other hand, the potentiality of reducing total oper- 
ating cost through more efficient vehicles in the fu- 
ture is still very large. For instance, only a fairly 
small percentage of the trucks and buses now in ser- 
vice are Diesel-powered. The modern Diesel engine 
—and its efficiency will be even further increased in 
post-war manufacture—is capable of lowering fuel 
cost by as much as 40 per cent, as compared with 
gasoline engines. 

Past records of the distribution of total freight 
volume among the different types of carriers are 
somewhat deceptive. “Heavy industry” freight is 
peculiarly important to the railroads, and fluctuates 
sharply in volume between good years and bad. On 
the other hand, motor truck and pipe line volume— 
the latter consisting only of petroleum products or 
natural gas—are far more stable. Consequently, in 
a depression year, trucks and pipe lines have a big- 
ger percentage of the total freight volume, even 
though their real physical volume may be actually 
reduced, simply because their business holds up bet- 
ter than that of the rails. For another thing, the 
pre-war decade of greatest growth in motor trans- 
port was a decade of sub-normal volume in heavy 
industry. 

Motor trucks attained their peak share of the to- 
tal freight to date in the depression year 1938, with 
7.5 per cent of total ton-miles moved. Declining 
moderately in each subsequent year, the figure was 
6.3 per cent in 1941 and probably was importantly 
lower in 1942. As late as 1930-1932, the railroads 
were carrying just under three-quarters of all inter- 
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nal freight. This percentage had fallen to two- 
thirds by 1938. It reached a record low of 64.3 per 
cent in 1940 (quite meaningless), due to sharply 
higher share of freight by Great Lakes shipping, in- 
cident to revival in ore movement. In 1941 the re- 
spective percentage shares of total internal freight 
movement were: railroads, 67.8% ; trucks, 6.3%; 
Great Lakes shipping, 14.2%; inland waterways, 
3.1% ; pipe lines, 8.6%. Thanks to the present heavy 
industry activity, the rail share for 1942 probably 
was back to, if not slightly above, the three-quarters 
mark, while combined share of all other carriers was 
lower in percentage, though not in actual volume. 

Trucks, of course, have done more damage to rail 
rates and therefore to gross and net, than to rail voi- 
ume. Yet, with the exception of tractions and horse- 
drawn vehicles, the development of the motor vehicle 
has not out-moded any other type of transport. On 
the contrary, the vast production and commerce cre- 
ated by the automotive age has undoubtedly gener- 
ated more volume for the rails—and all other forms 
of transport — than motor transport of itself has 
taken from competing carriers. 

We are going to maintain mighty armaments for 
some years to come and perhaps indefinitely ; large- 
scale road building and public works in the post-war 
era can be taken as certain; and for at least several 
years after the war—indefinitely if New Deal lead- 
ership plans in world reconstruction work out—there 
will be a large volume of foreign trade, however it 
may be financed. All of this appears to augur a con- 
siderably larger relative activity in heavy industry 
for a lengthy time after the war than was experi- 
enced at any time in the pre-war decade. The largest 
relative beneficiaries of this condition will be the rail- 
roads and steamship lines, (Please turn to page 439) 
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ae buyer of securities has three potential objec- 
tives—safety of principle, adequate income and pos- 
sibilities for market appreciation. Safety of prin- 
cipal is, of course, a difficult objective, and the safest 
procedure at present would seem to be diversifi- 
cation among bonds, preferred stocks and common 
stocks. Highest grade corporation bonds and pre- 
ferred stocks have enjoyed a “bull market” for some 
years and may prove somewhat vulnerable in the 
post-war period, when money rates may not be under 
strict Government control. Moreover, inflation pos- 
sibilities favor the inclusion of common stocks in a 
diversified portfolio. 

In our two accompanying $10,000 investment lists 
—one selected for generous income, the other for 
appreciation possibilities—the funds have been 
divided about equally between bonds, preferred 
stocks and common. stocks. “War” bonds, which it 
is assumed would be held in any event for patriotic 
reasons, are not included, since most investors are 
now familiar with them. The average yield on the 
income portfolio would be 9.41% and on the “profit” 
portfolio 7:22% (two non-dividend issues being in- 
cluded). ‘Fhe income portfolio may be described in 
part as follows: 


Erie R. R., which in the old days was known as a 
“streak of rust” has been converted through sound 
management into a modern, efficient, dividend-pay- 
ing railroad. The recent reorganization—which 
might not have been necessary in any event — has 
greatly strengthened the financial set-up, which now 
seems almost impregnable to future 


eee LeeLee eee cee MUELLER LULL Pee COLELLO eee 


es eS. 


ond-grade railroad bond offering a very generous | 
yield. Fixed charges were earned about 1.85 times [ 


last year, and 1.45 times in 1941. With current 
heavy demand for anthracite coal to replace fuel oil 
on the Atlantic Coast, the road should continue to 
benefit from the war program. The bonds carry 
some interest arrears (certain coupons during 1938- 
40 were extended in part) and some extra payments 
may be forthcoming on these arrears. The cash posi- 
tion has improved, the latest report showing about 
$16,000,000 compared with current liabilities of 
$20,000,000, and excess current assets of over $12,- 
000,000. Being one of the New Jersey roads, the 
company is involved in the railroad tax problem in 
that State, now tied up in the Courts. This is not 
the type of bond that can be “locked up in the box” 
—it is a “business man’s risk” which seems safe 
enough for the present but should be checked from 
time to time. 


The Wabash First New Income 4s/1981 yield about 
8.75% and seem adequately protected by earn- 
ings. The road recently completed its reorganiza- 
tion. In 1942 the new fixed charges were earned 
about 314 times, it is estimated, and about $295 per 
bond should be available to pay the $40 on the First 
Income bonds. 

The drastic character of the recent reorganization 
is indicated by the fact that the old fixed charges 
of $7,433,443 were reduced to $2,558,418 fixed and 
$2,819,178 contingent. The Pennsylvania Railroad 
invested a substantial amount of new funds, buying 





depressions (fixed interest charges 
are being currently earned about 3.6 
times). 


$10,000 Portfolio for Profit Potentialities 

















Thi : 1/, Pri 1942-43 Cost 1942 

_While the income 41s are not a About Range About Abost Div. Abou?” 
high grade bond, estimated earn- Bonds 
ings for 1942 amounted to about 2M conthers Pac. Deb. 41/2/81............ 53 56 -46 $1,060 _...... $90 
2 6 : : : 2M N. Y. Central Ref. 4/2/2013 .......... 49 54 -42 980 a... 90 
$318 ee bond, and in the previous 3M Baltimore & Ohio 5/96 vesccccsseseee -_.3  .%- 19h |... 150* 
year $225. The 10-year average 

rnings for 1932-41 were over dou- atau 

ee. : 10 General Steel Castings $6 pfd....... 61 80 -55 610 $6.00 60 
ble the interest requirement. The — 100 Allegheny Corp. $2.50 Pr. Pfd.n 13¥2 17) = 9Y2 1,350 eee essen 
road now has a good current posi- 20 Cities Service $6 Pfd........sccnvsessens ~ 53 55 -27 1,060 __ ...... ee 
tion with over $31,000,000 cash. Common Stocks 
‘Fhe bonds yield about 8.2% and the 30 United Aircraft a7 * : 2 - : — - 
e. ahs iain - a 50 Westinghouse Air Brake...............-.- . . 
yield appears reasonably safe bat ahdiceanane 29 37: «-26~=Ss«870—=—«3.00 90 
ring a post-war holocaust; interest _100 Allied Stores 6¥2 6¥2- 4 650 «45 45 
is payable (if earned) in April of 90 Consolidated Oil 7 7¥4- 4V2 630 «50 45 
each year, and is fully cumulative to $10,000 $722 


131%4%. 


*Largely on income basis. 





Lehigh Valley 4s/2003 are a sec- 
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new common stock at $12 a share. 
The road now has a strong financial 
position with some $25,000,000 
cash, considerably in excess of the 
current liabilities. Interest charges 
are cumulative up to three years’ re- 
quirements; interest is paid in a 
lump sum on April Ist. 


American Car & Foundry $7 pre- 
ferred is non-cumulative and must 
be considered somewhat as a common 
stock. While 1942 interim figures 
are not available, earnings for that 
year should probably show not much 








$10,000 Portfolio for Income 











decline from the previous year’s fig- 
ure of $52.61. In 1940 $18.64 was 
earned but prior to that year the 
record was irregular since the rail 








Price 1942 - 43 Cost 1942 Income 
About Price Range About Div. About 
Bonds 
2M Erie Inc. 41/2/2015 55 58 -45 $1,100 _...... $90 
3M Lehigh Valley R.R.4/2003 .............. 32 37-26 aa 120 
3M Wabash Ist 1nc.4/81..........c:0c000-0 46 50 -33 Lt ors 120 
Preferred Stocks 
15 American Car & Foundry $7 pfd..... 65 74 «-56 975 $7.00 105 
15 Associated Dry Goods $7 2nd pfd... 60 83 -53 900 § 7.00* 105 
20 American Water Works $6 Ist pfd. 57 70 =-39 1,140 6.00 120 
Common Stocks 
60 Crane Co. 15 15 -10 900 ~=1.00 60 
GO GRGINOUNN woseccsc 16 172-12 960 1.05 63 
40 Distillers-Seagrams  ................:0000--- 212 222-162 860 1.71** 90 
40 American Gas & Electric ..............-- 20% 21 -13 825 1.70 68 
$10,000 $941 


*$18.50 was paid, including $11.50 to clear up arrears. 
**Approximate amount in U. S. funds. 





equipment industry was unable to 
operate at capacity, due to the long- 
standing surplus facilities. These have been turned 
to good stead during the war, and in the immediate 
post-war period there will presumably be a good 
demand for rail equipment, since the roads cannot 
obtain all they need at present. The dividend would 
thus seem secure over the near-term future. 


Associated Dry Goods has now cleared up all 
arrears on the $7 2nd preferred stock, $19.75 hav- 
ing been paid in 1941 and $18.50 in 1942. Earnings 
in the first seven months of 1942 were running in 
excess of the previous year, when $40.73 per share 
was reported for the full year. With the probable 
post-war demand for merchandise, it seems likely 
that regular dividends can be maintained, even 
though the shortage of heavy lines may curtail sales 
somewhat. 


American Water Works first preferred at current 
levels yields over 10%. Due to the fact that a sub- 
stantial part of the holding company’s income is 
derived from water works companies, this is regarded 
as a stabilizing factor. The company was one of the 
first to approach the SEC with a plan for conform- 
ing with the Utility Act of 1935 and while some 
problems remain to be cleared up, it is considered 
to be in good standing with the SEC. Consolidated 
earnings on the first preferred amounted to $14.70 
per share in the 9 months ended September 30th, 
compared with $19.64 in the similar period of 1941, 
so that there appears to be adequate “coverage” for 
the dividend. 

Turning to the “profit portfolio”: three “border- 
line” rail bonds have been included which offer very 
attractive yields in addition to possibilities for ap- 
preciation. 


The Baltimore & Ohio recently called for tenders 
on most of their bond issues in order to retire a sub- 
stantial amount of debt. It seems probable that the 
company is working in cooperation with the RFC 
from which they borrowed a substantial amount some 
years ago. The company has some large bond ma- 
turities in 1944 and 1948 but the present debt re- 
duction program should be of considerable aid. In 
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any event the bonds are not recommended for long- 
term holding, but for possible appreciation in 1943 
(in 1941 they sold as high as 47). Under the pres- 
ent readjustment plan, 1% of the interest on the 
5s of 1995 is fixed and the remaining 4% is con- 
tingent on earnings (payable around April Ist). 

The preferred stock group includes three divi- 
dend-arrears issues which seem to have appreciation 
possibilities. General Steel Castings preferred is sell- 
ing currently nearly 20 points under its annual 
highs of 1941 and 1942; being classed among the 
“war stocks” it has temporarily been unpopular 
marketwise. The stock paid $6 last year, has $60 
arrears. Earnings of $22 were reported in the first 
nine months of 1942. 


Allegheny Corp. $2.50 Prior preferred pays no 
current dividends, has about $20 arrears but earned 
about $13 in 1940, $16 in 1941 and probably con- 
siderably more in 1942. The company controls one 
of the best and steadiest railroads in the country, 
Chesapeake & Ohio, and has made considerable prog- 
ress in the last two years in straightening out its 
complicated capital structure and the fight for man- 
agement control (now apparently won by Mr. 
Young). 


Cities Service is a combined oil-utility holding 
company which in the past decade has vastly im- 
proved its financial picture. Arrears on the $6 pre- 
ferred amount to about $60 a share, about $25 was 
earned in 1941 and about that amount (or better) 
seems indicated for 1942. At the end of 1941 the 
company reported about $68,000,000 cash and 
$81,000,000 net current assets (consolidated balance 
sheet). Some plan for taking care of preferred 
arrears seems a likely probability in 1943, though 
SEC approval will of course be necessary. 

The common stock list in this portfolio includes 
both peace and war stocks. While peace stocks would 
normally be given preference, they have already en- 
joyed a fair advance while most war stocks are sell- 
ing at depressed levels. Should it appear that the 
war may last longer than anticipated, the war group 
might again come into (Please turn to page 440) 
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hes meat packing industry has developed largely 
since 1880, when the refrigerator car was developed 
(prior to that time nearly every city had its own 
slaughter-house), and the large companies had their 
major growth in the 1890’s. The Big Four (Swift, 
Armour, Wilson and Cudahy) now do about two- 
thirds of the business, though there are probably 
about a thousand small local companies, which (with 
lower transportation and overhead expenses) can 
still compete with them. While at one time the large 
companies were in trouble with the Federal Govern- 
ment under the Anti-Trust Law (in the Consent 
Decree of 1920, they agreed to rid themselves of 
activities not closely connected with meat packing), 
the business is now highly competitive and profit 
margins extremely narrow. This was particularly 
true in the second half of 1942, when live-stock 
prices were allowed to rise sharply, and price ceilings 
were maintained on wholesale and retail meat prices. 

New regulations became effective in December, 
providing some readjustments of ceilings and 
greater uniformity in meat cutting. However, the 
American Meat Institute, in a recent letter to Price 
Administrator Leon Henderson, protested that pres- 
ent live cattle prices are considerably above the so- 
called “reflected” prices based on the new ceilings 
for dressed beef. The Institute stated, “We feel sure 
you will appreciate the difficult position in which the 
O.P.A. figures on ‘reflected’ cattle prices place our 
members, when those figures are several dollars per 
head higher than yields and expenses make possible.” 

The Government took about 16% of the total 
meat production last year, for military use or lease- 
lend, and will probably take at least 30% this year. 
This has already caused a considerable dislocation in 
the industry, some local plants having closed up. 
The voluntary meat rationing of late 1942 will 
shortly be followed by a flexible system of “point” 
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coupon rationing, which may help to regularize the 
industry. 

It is difficult to summarize the financial results for 
the packing industry in 1942, since reports are not 
all yet available. Volume gained tremendously, due 
to higher prices and increased slaughtering, but net 
earnings varied considerably. Swift, the leader in 
the industry, showed little change in net, while 
Armour and Hormel made fair-sized gains, and 
Cudahy declined slightly (Wilson has not yet re- 
ported). 

Considering the present low prices of the packing 
stocks, the 1942 returns were probably somewhat 
above expectations. Most of the big companies, 
however, benefited by their substantial by-product 
business—leather, wool, soap, chemicals, etc. More- 
over, earnings in the first half year reflected inven- 
tory appreciation—ceiling prices were not imposed 
until around the middle of the year. 

The outlook for the fiscal year ending next Octo- 
ber (most companies conform to such a year) re- 
mains uncertain, though business will doubtless be 
at record levels. The winter hog movement will prob- 
ably be unusually large, since Secretary Wickard 
has announced a “floor” on hog prices. If the ad- 
vance in live-stock prices can be held under control, 
and some further adjustment in ceilings for whole- 
sale meats is permitted to conform to actual live- 
stock prices, the packers may be able to make some 
money on their huge gross business. But the big 
profits obtained in the previous World War and the 
inflationary period which followed, when prices and 
inventory profits were allowed to run riot, seem out 
of the question. The present Administration regards 
the food industries as in the nature of public utili- 
ties, and profit margins are bound to remain low, if 
not at the vanishing point, in many lines. Moreover, 
the industry will doubtless have to contribute its 
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The Record of Swift & Co. 


Fiscal 

Year Ended Earnings Dividends Price Range 

About Oct. 31 Share Paid High Low 
i IE $2.89 $1.50 254 19% 
LL ae 2.90 1.50 25 193% 
Lb | ee 1.99 1.20 247s 175 
De 1.68 1.20 25 V4 17 
Ne Res d0.66 1.20 21 15 
WP DT vescccsectsccsincses 1.59 0.90 285s 15% 
i a 1.58 1.85 26% 20% 
Ls Ere 2.92 1.60 2234 15 
Seren 1.95 0.50 2034 13% 
<r 1.75 Nil 24/2 7 
WW otcceceecesnnncensse d0.32 1.25 19 6% 
We acciatceseacssccsvs 2.18 8.00 *145 *123 





* Old stock prior to 4-for-1 split-up. 
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share of additional taxes or “compulsory loans,” 
despite the fact that it has had to resort to bank 
loans to finance a greatly increased business. 

Swift §& Company’s operations are widely diversi- 
fied, including in addition to meats a large line of 
related by-products such as lard, soap, glue, fer- 
tilizer, washing powder, hides, dairy products, cotton 
seed oil, cake and oleo margarine. 

Based on balance sheet totals Armour is slightly 
larger than Swift, but the latter ranks higher in 
volume of sales. (Both companies ran well above the 
billion dollar level in 1942.) Swift’s sales in the year 
ended October 31, 1942 (including service revenues) 
exceeded $1,409,000,000 of which it carried down to 
net income only $16,972,721 or only about 1.2¢ out 
of each dollar of revenue. This small profit margin, 
compared with a similar ratio of about 1.8¢ in the 
previous year, indicates the extent to which high 
farm prices versus retail ceilings squeezed the 
packers’ profits. 

Swift has a good financial setup and its earnings 
record has been relatively good. Capitalization con- 
sists of $23,750,000 funded debt and 5,921,761 
shares of common stock. The earnings record is 
tabulated in an accompanying table. 

Swift’s debenture bonds bear low coupons and are 
rated AA. The common stock is currently selling 
around 23 (1942-3 range 25-20), and based on the 
regular $1.50 dividend rate yields about 614%. The 
stock obviously sells on an investment basis—fluc- 
tuations have been relatively narrow for many years 
—and it does not seem to possess any great specula- 
tive potentialities. Balance sheet equity per share 
as of October 31 was $45.60. The current position is 
strong, with net working capital of $171,000,000 or 
over half the total assets. 

Swift International is the Argentine affiliate of 
Swift & Company, the stock having been offered to 
shareholders of Swift in 1918 in exchange for 15% 
of their Swift stock, par for par. The company’s 
sole capitalization is 1,500,000 shares of common 
stock. Unfortunately the company’s financial state- 
ments are published in terms of Argentine paper 
pesos (prior to 1938 they were in terms of Argen- 





tine gold dollars) which makes the figures somewhat 
difficult to interpret. However, the company has a 
splendid record, having paid dividends since 1919,. 
the usual rate in the past decade being $2 ($2.50 
was paid in 1937 and 1942). Dividends are in terms 
of U.S. dollars. 

The company’s stock, like that of Swift & Com- 
pany, has had quite a stable price record and is cur- 
rently selling around 30 compared with 1942-3 
range of 303-1914. The yield works out at 8.3%, 
however, considerably better than that of the parent 
company. Swift International is naturally in a 
strong position to benefit by the European war, 
though handicapped by the shipping shortage. It is 
probably not subject to as many drastic regulations 
as the parent company, and hence can probably take 
advantage of current conditions to obtain wider 
profit margins. Like the parent company it main- 
tains a strong current position, with net working 
capital last year of 114,000,000 pesos as compared 
with total assets of 195,000,000 pesos. Cash and 
marketable securities amounted to about 30,000,000 
pesos. 

Armour & Co. ranks second among the large meat 
packing companies, the volume of sales for the year 
ended October 31, 1942 being about $1,294,000,000, 
an increase of 40% over the previous year, which 
in turn was 26% over 1940. Unlike Swift, the com- 
pany was able to carry down part of the increased 
sales, net income increasing about one-third. The 
company’s capital structure is somewhat compli- 
cated, including funded debt of $65,138,000; 531,- 
195 shares of guaranteed $7 preterred stock (issued 
by Armour & Co. of Delaware, a holding company, 
but guaranteed by the Illinois company itself) ; 
532,996 shares of $6 prior preferred (convertible 
into 6 shares of common) ; 33,715 shares of $7 pre- 
ferred stock (in effect a third preferred); and 
4,065,800 shares of common. Regular dividends 
have been paid on the guaranteed stock for many 
years but the dividend rate has been irregular on the 
prior preferred, on which there are arrears of about 
$24 ($4.50 paid in 1942, no action being taken 
October Ist). 

In the year ended October 1942, the Company 
earned $30.58 share on the guaranteed preferred 
stock, compared with $22.70 in the previous year. 
Cash assets were over (Please turn to page 444) 
Harold M. Lambert 
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Ten title of this corporation is so intriguing that 
we believe it appropriate to preface this survey with 
a description of the process known as “air reduc- 
tion.” An excerpt from a booklet issued by the 
company is enlightening in this regard. 

“Just as steam, which is water in the form of 
vapor or gas,” says the booklet, “can be changed to 
liquid by applying pressure or lowering the tem- 
perature, or both, so it is with all gases. Conver sely, 
by reducing the pressure or increasing the tem- 
perature of the liquids thus produced, they can be 
‘raused to boil or revert to their original gaseous 
form. Furthermore, the temperature at which each 
of these liquids boils is different. These are the 
simple basic principles by which Air Reduction sep- 
arates the air we breathe into its constituent gases 
and recovers nitrogen, oxygen, argon, neon, helium, 
krypton and xenon. By careful design of the equip- 
ment and rigid control of conditions in its operation, 
the process is carried on continuously, producing 
each gas in a high state of purity.” 

The gases thus produced are widely utilized 
throughout commerce and industry, and also have 
extensive application in the field of medicine. The 
most important of these gases is oxygen, used in the 
oxyacetylene process of cutting and welding metals, 
vital to many phases of the war program. The 
company also produces and markets other gases not 
commercially available in the air, these including 
acetylene, hydrogen and carbon dioxide. The latter 
is furnished both as liquid carbonic gas and as the 
solid dry ice. Calcium carbide (a solid) is another 
company item, being used as a basis of acetylene and 
many important synthetic products. 

The company not only provides these various 
gases for industry, but also makes available the ap- 
paratus and other equipment essential to their most 
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efficient application. These include the manufac- 
ture and distribution of modern arc welding equip- 
ment and supplies. 

Argon, neon, helium, krypton and xenon are pres- 
ent in the atmosphere in quantities of less than one 
per cent. Argon is widely used as a filling atmos- 
phere for incandescent and fluorescent lamps. The 
chief uses of the other gases are for gaseous dis- 
charge tubes used in colorful advertising displays, 
while neon and argon are also employed in elec- 
trical test lamps and small glow lamps for fire exits 
and night lights. 


Many Uses of Calcium Chloride 


Calcium carbide, produced by the wholly-owned 
National Carbide Corp., is used not only in the oxy- 
acetylene process, but also as a raw material for a 
number of synthetic products, among which, accord- 
ing to the company booklet, “fare synthetic rubber 
of neoprene and polyvinyl chloride types for de- 
icers and self-sealing tanks in airplanes, gasoline 
and oil resistant hose, printing rollers, gaskets, elec- 
tric cables and gloves; acetate rayons for wearing 
apparel; and acetate plastics for automobile steering 
wheels and interior decorations, combs and brushes. 
National Carbide is also finding an increasing field 
in metallurgical furnace and smelting operations.” 

Expansion of Air Reduction Co., Inc., since its in- 
corporation in 1915, has been accomplished in con- 
siderable degree by acquisition of other concerns en- 
gaged in similar or related fields of activity. Most 
of these organizations have been taken into the Air 
Reduction family through exchange of stock. A list 
of the more active of these follows, in addition to 
National Carbide Corp., mentioned above. 

Air Reduction Sales Co. operates many of the 
oxygen and acetylene plants, as well as those for 
manufacture of welding and cutting apparatus and 
acetylene cylinders, and also sells the parent com- 
pany products. Commercial Acetylene Supply Co., 
manufactures and sells acetylene. Cuban Air Prod- 
ucts Corp. manufactures and sells acetylene at four 
plants in the island republic. Magnolia Airco Gas 
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Products Co. manufactures and sells oxygen and 
acetylene at eight plants in Texas. Ohio Chemical & 
Mfg. Co. manufactures gas for medicinal purposes 
and the equipment used in conjunction therewith. 
Oxygen Co. of Canada sells medical gases at To- 
ronto, Ont., and also the products of Ohio Chemical 
& Mfg. Co. Pure Carbonic, Inc., operates all plants 
for the manufacture and sale of carbon dioxide in 
liquid and solid (dry ice) form, except one plant in 
Texas. Wilson Welder & Metals Co., Inc. produces 
gas-driven welding machines at Union City, N. J., 
and sells electric are welding machines, electrodes 
and electric rods. 


Production Well Diversified 


Of the approximately 145 plants owned and oper- 
ated by Air Reduction, latest figures show that 57 
produce oxygen, 37 acetylene, 25 liquid gas and 
solid carbon dioxide, 5 medicinal gases, 3 neon, 3 
oxygen-acetylene welding and cutting apparatus 
and supplies, 2 carbide, 2 acetylene cylinders, 1 gas- 
driven welding machine, and 6 produce miscellane- 
ous items. At certain of the oxygen plants, there 
are also produced hydrogen, nitrogen, argon, neon 
and rare gases. In addition, the company maintains 
nearly 600 warehouses throughout the country for 
distribution of products, thereby obtaining complete 
sales coverage. Wide distribution of manufacturing 
plants throughout the United States is also dis- 
tinctly advantageous, inasmuch as heavy shipping 
charges on the steel containers for gases limit to a 
comparatively narrow radius the regions which can 
be served economically by each producing unit. 

Normal outlets for all of the company’s products 
are well-diversified. Oxyacetylene gas is virtually 
indispensable in the metal fabrication, construction, 
railroad, shipbuilding, steel and automotive indus- 
tries. It is estimated that about 80% of carbonic 
gas manufactured by Air Reduction is used in the 
bottling of soft drinks, with the remainder by soda 
fountains and beer bars. Dry ice, in solidified form, 
is extensively employed for refrigeration purposes. 

In view of the character of its operations, it was 
inevitable that the output of Air Reduction should 
be accorded wide utilization in many phases of the 
war effort. Demand for industrial gases and for 
welding equipment from the steel, shipbuilding and 
metal working trades has been particularly heavy, 
and will continue to expand throughout the war. 
Medical gases and relevant equipment are ex- 
tensively used in army and navy hospitals, as well 
as in the “sick bays” of naval vessels. Aviation 
oxygen equipment is furnished in various units to 
meet the requirements for planes which must fly at 
extremely high altitudes. Some units are equipped 
for supplying oxygen to parachutists. The United 
States Government and several foreign governments 
have placed large orders for inhalation apparatus 
for high altitude flying and for other uses. 

Moreover, despite the progress recorded in de- 
hydration of foods {important in weight-saving for 
shipments to our armed forces abroad), adequate 
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refrigeration is still imperative in transportation of 
many food products to points of embarkation. Dry 
ice, of which the company is the largest American 
distributor, has a temperature of 109 degrees below 
zero, Fahrenheit. In the railroad refrigeration field 
there are many refrigerator cars now equipped with 
dry ice bunkers. Other uses for dry ice (solid car- 
bon dioxide) are found in the preparation of human 
blood for storage, this process being especially vital 
in the saving of lives of fighting men injured in the 
line of duty. 

All of these war time activities have required 
large expansion of the company’s facilities. In view 
of the substantial cash requirements for the large 
volume of business, the company found it expedient 
to borrow from four banks, in February, 1942, a 
total of $10,000,000, of which $2,500,000 is payable 
in four annual instalments of $625,000 each, and 
the remainder is due at the expiration of the fifth 
year. With this provision of additional working 
capital, it was believed that an increase of perman- 
ent capital funds will not be necessary. 

The latest published balance sheet of the com- 
pany, that as of Dec. 31, 1941, of course did not 
give effect to the early 1942 financing. At the end 
of 1941, current assets of $23,472,000 included cash 
of $7,350,000; U. S. Government securities of 
$1,270,000; other bonds and notes, $1,993,000; re- 
ceivables of $7,098,000, and inventories of $5,761,- 
Current liabilities of $12,025,000 included 
Federal income taxes of $7,640,000. 

Sales for the first nine months of 1942, in the 
amount of $54,506,000, were 40% above those of 
the corresponding period of 1941. Despite a heavy 
increase in Federal taxes, net income declined but 
slightly, being equal to $1.84 per share of common, 
compared with $1.93 per share, in the 1941 interim. 
The common stock, outstanding in the amount of 
2,713,337 shares, comprises the sole equity issue. 
The only other capital obligation is represented by 
the $10,000,000 bank loans. Profits of $2.62 per 
share in 1941 were the highest since 1937, when net 
income equalled $2.86 (Please turn to page 443) 
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Henderson Policies have saved consumers about six 
billion dollars and another twenty-five billion dollars 
has been withheld in government spending through 
the restraint imposed on a general price advance on 
commodities which the No. 1 spender must buy, the 
retiring Administrator has told friends. And econ- 
omists of various shades of thinking appear to be in 
agreement with him. 

Democracy, in the literal as distinguished from the 


purely political sense, has been promoted by the 
necessities of war. Sales of war stamps and bonds 





Washington Sees: 


From the hundreds of thousands of words 
that have been written and broadcast since 
Congress returned to Washington, one might 
gather that "Capitol Hill" has but to revolt and 
the war within the government is won. 

That assumption overlooks the fact that the 
White House today is tenanted, not by a 
pouting Hoover, a silent Coolidge, or a disin- 
terested Harding, but by a master craftsman 
in the art of give-and-take whose record of 
past performance shows a column of consist- 
ent victories over opposition at least as tough 
as the 78th Congress can provide. 

Franklin Delano Roosevelt has survived, 
politically, the NRA upset, the court packing 
fiasco, and 57 other varieties of close calls. No 
polls are needed for proof that he has snapped 
back after each, stronger than before. 

Public opinion already is asserting itself in 
support of clearer separation of the branches 
of government. But no occupant of the White 
House ever fashioned a more effective weapon 
out of public opinion than the present Chief 
Executive. 

It would, indeed, be a reckless—or unin- 
formed — forecaster of things governmental 
who would venture that the current revolt by 
Congress is certain to be crowned by success. 
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have made 50,000,000 individuals shareholders in 
their government. A long-range benefit is found in 
the fact that these savings will be available to buy 
the products of American industry when the war 
has ended. 


Essential Food requirements can be met without 
shading any of the currently indicated demands of 
the war. Military and lend-lease needs will take at 
least 25% of the total output—an output made 
somewhat uncertain by shortages of manpower and 
materials which are handicapping farmers, proc- 
essors, and distributors. The relatively optimistic 
Secretary Claude R. Wickard and the war ager.cies 
will clash soon over conflicting estimates, but Wick- 
ard has his ear to the ground and his statisticians on 
the grounds. He knows, while others guess. 





Civilian Supply in various fields is merely entering 
the field of scarcity at this point and the spiral will 
continue downward. Succinctly stated, civilian sup- 
ply in 1943 is going to mean that the non-military 
classes will get whatever is takes to keep them alive, 
healthy and functioning effectively. Beyond that no 
assurances can be given while a war economy con- 
trols. 


Social Happenings usually are not of general signifi- 
cance, but the fact that President Roosevelt soon will 
lift the ban on quasi-official entertainment carries 
implications not to be lost in a Capital accustomed 
to test the severity of a situation by the degree to 
which social events are curtailed. 


Railroads have felt the need for an alert public rela- 
tions policy to tell their story, and are projecting a 
campaign to show the public that they have substi- 
tuted stepped-up efficiency for increased equipment; 
that they have moved more tonnage, more passen- 
gers in the past year than ever before. And, for a 
campaign clincher, they are moving men and mate- 
rial for an average ton mile revenue of .927 of 1 
cent, the lowest since 1916. 
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“ It's one thing to levy taxes, another to collect them. That's 
why pay-as-you-go is in the forefront. Bills piling up in the Congres- 
Sional hopper soon will take definite form. - Ruml's general ideas will 


be taken, his name dropped. 


Collection out of current income has majority favor. Fight 
will be waged on "excusing" 1942 taxes. Senator Walter George, Repre- 
sentative R. L. Doughton, who'll guide the bill in their respective 
Houses, want collection postponed not "excused." The White House, too, 
leans toward that thinking. 


Cradle-to-the-grave social security will be asked by F D R, re- 
jected by Congress. Legislation was ready for submission on Congress' 
opening day, but Roosevelt "timing" was at its best. 











Chief beneficiaries would be farm labor and domestics. Former 
S not articulate, but its employers are; latter has neither organiza- 


tion nor spokesman. 
Shelve social reform and win the war will be the lethal slogan 


o lay low the White House "Beveridge Plan.® 
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There's more to the Wallace post-war program than meets the eye. 
Post-war planning has become a major industry in Washington. No fewer 
than 17 agencies are working on it, reporting to the President. . So, 
too, did Wallace. FDR is intent on charting the course, mastering the 
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World war 1 plan of railroad operation under federal administra- 
tion no longer is a possibility. Same result is being attained through 
Office of Defense Transportation, without peril of after-the-war pay- 
ments to roads for loss through uneconomic operation. 


The situation this time is further muddled by lack of materials 
to keep up normal passenger movement—rail and motor. 0D T is stepping 
into local transit, soon will effectively ration bus and street car 
travel by controlling schedules, keeping auxiliary equipment off the 
routes when war workers don't need it. 


Proving that the vocal chords are as mighty as the sword, 0 DT 
is aiding war travel by persuading federal agencies not to send speakers 
to conventions, merchandise marts. 
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Treasury economic advisers' warning that paying less than half 
war's cost through current taxation is dangerous suggests doubling pres- 
ent levies. Spendings now run $100,000,000,000 yearly, while taxes 
will produce about $35,000,000,000. Congress will balk, but go part 
way. Republican leaders say, frankly, they'd be better off with skele- 
ton representation on Capitol Hill—so far as 1944 goes. 





























Third party threat has died aborning. Grassroots parleys, 
rumored coalition among southern democrats and conservative repulicans, 
Senator Wheeler's perennial blooming ambition, have failed to quicken 


interest, and climb back onto respective party bandwagons has begun. 











Nettled farmers responsible for the "groundswell" may be the 
sufferers. Agriculture, enjoying a "dollars prosperity" is reaching for 
higher parity levels but will get spotty and ineffectual aid. They 
drifted away from Wallace and Wickard and will pay the penalty. Repub- 
iicans can't give them relief sought, even if legislation passes. 
There's still administration. 























Under administration Spur, war agencies are preparing statement 
of position on bills due to come before convening state legislatures, 
which would suspend or repeal labor standards. States will be told war 
industry actually is on a 48-hour week today, that an 8-hour day can win 


the war, that 7-day work week would add nothing, prove harmful. 





























The drive on organized labor has fizzled. The union card-carry- 
ing voters stayed away from the November polls in droves, caused retire- 
ment of their friends—and the roll calls show they were mostly demo- 
crats. Democratic high command hopes the Republicans will sponsor 
labor-bludgeoning legislation. The Republicans are passing up the bait. 
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White House will stress its drive to lessen the number of ques- 
tionnaires an and forms to. to curry urry favor with business and d industry. ce OR 

is setting up up Treasury | aetna tae to pass on departmental requests for 

) authority to send new forms, mentioned the nuisance of forms in his Con- 
HY gressional address. Word will be passed to WP B and 0 P A to tell in- 

dustry damn the forms and full Steam ahead. 








Congress revolt against predigested legislation and its recap- 
ture of the law-making function is not a "Barney fight." Bee ar genuine. 
For the first time in a dozen years, the constitutional system of checks 


and balances will be restored. Party labels will mean less in 1943 than 
they have at any time since 1933. 


Office of Price Administration jitters over rent control have 
calmed. Novelty and vastness of the undertaking caused crossed-fingers 
in earlier days but there has been no serious backwash. Result is that 
the nation's rent bill will not be allowed to vary substantially f. from 















































ora Pearl Harbor. 











Look for early and sweeping rules on cross-hauling of commodi- 
ties. War Production Board has put months of study into the subject, 
and has sold the idea to a score of industries. Stated simply, it means 
this: consumers must adjust their tastes to local products. 














Breweries seem likely to be the first affected. Office of Defense 
Transportation takes the position “New J Jersey bibbers can drink “the grog 


of their home state, and Wisconsin consumers do likewise. 























rvey of labor markets just completed by the War Production 
Board M3 into focus a problem the solution of which will be promptly 
sought. Of the 272 industrial areas into which the United States 
divides, 85 have surpluses of workmen. Having spotted the labor pools, 


War Manpower Commission intends to move with dispatch. 

















Condition is due, WMC finds, to the dislocation of changeover 
) from peace- to war-time manufacture, which even now hasn't reached its 
zenith. In 1939 the gross national product was eighty-eight billions; 
goal for 1943 is one hundred séventy-five billions. 


























Long a struggling product, oleomargarine is coming into its own. 
Butter production has not yet touched the figure of 19 pounds per 
capita. Federal nutritional experts will fix 35 pounds per capita as 
the goal, encourage—subsidize, if necessary—margarine to fill the gap. 

















Issuance of new life insurance policies declined at the rate of 
about 15 per cent in war's first year, but insurance credits under new 
revenue legislation brightens the picture. War risk insurance, avail- 

aiae to the age classes which normally supply the interested "risks," is 


Showing its effect upon the market. 























War Manpower Commission will retreat from its plan to become the 
nation's , sxchusive employment bureau. Right of exclusiveness actually _ 




















hoarders, an ig _gmployers who discriminate against races or creeds. Do it 








paecess of Sint federal is vast bien on a 48-hour.week and up- 
ping their pay as much as 20 per cent is being fee Like all things 
Saguviwantal it will survive war's end, become permanent. Washington 
Still has an agency handling affairs of World War 1 "temporary" housing. 


United States publishers will watch with critical eye, the new 
venture of government into their field. "Victory," a pictorial magazine 
is being readied for distribution abroad. Statement of U S war aims, 
counter-propaganda are the objectives. But, for the first time in re- 


cent history, advertising will be solicited for a government print.—And 
the pubsishers don't like it. 
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= experience demonstrates that a 
flanking attack upon an enemy position is often- 
times more effective, and less costly, than a 
direct assault. The oblique approach, when ap- 
plied to the solution of investment problems, 
may also be frequently employed to great 
advantage. 

A conspicuous example is furnished by avi- 
ation. Because of the tremendous growth of this 

















Safest Way 
To Speculate 
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BY JOHN C. HARRINGTON 








industry during the war, with implications of 
inevitable contraction of operations and pos- 
sible disappearance of numerous smaller units 
in the field in the post-war years, the question natu- 
rally arises as to the desirability of aviation secur- 
ities as long-term holdings for profit and income. 
The answer, of course, is a qualified affirmative, with 
each company in this industry being judged solely 
upon its merits. That is the direct approach. 

The war emergency has provided opportunities 
for numerous concerns engaged in other branches of 
industry, particularly in the automotive accessory 
manufacturing divisions, to participate in aviation 
activities through production of various types of 
equipment essential to the operation of airplanes. 
Many of these companies have succeeded in con- 
verting a portion of their productive facilities to 
aviation equipment output with comparatively little 
difficulty. Moreover, some have found such opera- 
tions sufficiently lucrative to induce them to con- 
tinue such production after the war ends. Never- 
theless, inasmuch as the revenue sources of the 
automotive accessory companies are generally well- 
diversified, they will be less dependent upon income 
from aviation than will those organizations virtually 
all of whose revenues are derived from production 
of planes and equipment or from the transportation 
of passengers, express and mail. These accessory 
companies will therefore offer partial investment 
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representation in the aviation industry. That is the 
oblique approach. Soundly planned it offers a 
promising stake in the future of aviation, but with 
this risk factor held to a minimum because profits 
will neither depend solely upon aviation nor upon 
the survival of any individual units in this field. 


Selection of automotive accessory company securi- 
ties for investment of speculation, with the object of 
profiting by the aviation phase of these companies’ 
operations, involves consideration of other vital 
factors such as management, capital structure, finan- 
cial condition, earnings and dividend record, over-all 
post-war trade and growth prospects. While most 
of these concerns will perhaps benefit in varying 
degree from production of aviation equipment in 
future years, it is our conviction that such concerns 
as Bendix Aviation Corp., Bohn Aluminum & Brass 
Corp., Sperry Corp., and Thompson Products, Inc., 
are destined to profit in greater measure from avia- 
tion development than are most of the other corpo- 
rations devoting a portion of their operations to 
manufacture of airplane equipment. For these it is 
already a major share of total volume. 

Value of production of Bendix Aviation Corp., in 
1942 is placed at $500 million, and the view is 
officially expressed that (Please turn to page 445) 
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BURLINGTON MILLS CORP. 





Price Range 











1939 1940 194) 1942 
BURLINGTON MILLS 
Ist 6 mos. 2nd 6 mos. 
Half-year 1941.............0000 2.69 
Earnings = 1942...........0.000000 2.44 3.81 3 





BUSINESS: This company is the largest American weaver of rayon 
fabrics. Activities include production and dyeing of fabrics from 
rayon yarns and mixtures, and to some extent from cotton yarns; dye- 
ing and finishing cloth, and selling finished goods. Principal products 
are women's wear dress fabrics. Company also manufactures hosiery. 
Mills of the company are situated in North Carolina, Virginia and Ten- 
nessee. Larger portion of revenues comes from rayon output, as cotton 
goods are subject to keen competition. Profit margins have been aided 
by the comparatively low operating costs resulting from modern equip- 
ment. Expansion and improvement have been financed to a large ex- 
tent by sale of stock and debentures. 


FINANCIAL POSITION: Working capital position was strengthened 
during the 1941-42 fiscal year. Latest balance sheet dated Sept. 26, 
1942, exhibits current assets of $28,993,000, including cash of $6,127,- 
000 and inventories of $15,440,000, compared with current liabilities 
of $10,760,000, of which income tax reserve comprised $3,704,000. 
There were outstanding $6,000,000 in 3% promissory notes, due serially 
from 1944 to 1952. Earned surplus rose to $7,563,000 from $5,477,000 
during the past fiscal year. Outstanding stock as of Sept. 26, 1942, 
consisted of 73,213 shares of $2.75 cumulative preferred of no par 
value (convertible into common at $21 a common share, with the pre- 
ferred taken at $50); 50,000 shares of $2.50 cumulative preferred (also 
convertible into common on same basis), and 659,969 shares of $1 
par common. 


OUTLOOK: Production of goods for war purposes is estimated at 
50% of total operations, assuring large shipments throughout present 
fiscal year. The secular growth in rayon demand augurs well for long- 
term potentialities of this issue, and the ability to maintain excellent 
profit margins is of great significance with respect to future net in- 
come. Continuation of existing $0.35 quarterly common dividend basis 
is anticipated, with occasional extra distributions also a distinct pos- 


possibility. 

MARKET ACTION: Burlington Market Burlington's moves 
Mills Average in relation to aver. 

"40 high to ‘41 low.......... 8% decli 23% decli 65% narrower 





"41 low to ‘41 high... 
‘41 high to ‘42 low......... 
*42 low to ‘42 high.......... 17% advance 33% advance 


22% narrower 
48% narrower 






.. 23% advance 23% advance 
21% decli 27% decli 





Average volatility on four moves: 44% narrower on declines; 24% nar- 
rower on advances, than M. W. S. index. Rise in past four months has 
been greater than that of the industrial stock averages. 


COMMENT: Recent price—2!. Widening employment of rayon in 
apparel, furnishings and other fields should be of particular sales 
advantage to this company following restoration of normal economic 
conditions. 


Long-Term Record 


Net Sales Net income Net Per Divi- Price 
Year (millions) (millions Sh.(Com.) dends(a) Range 
$27.320 $.716 $1.31 $0.75 18%- 7 

27.196 1.240 2.27 1.00 163%4- 6% 

39.271 2.993 3.26 1.25 2034-112 

36.806 1.716 2.75 1.25 2152-124 

63.165 3.374 4.79 1.50 207/e-152 

83.097 3.372 4.73 1.65 *203/4-147/s 





Note—Present company incorporated in 1937. Fiscal year changed in 
1940 to end approximately Sept. 3 t—Year ended approximately Sept. 
30. (a)—Paid in calender year. *—Price range for full year. 
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MID-CONTINENT PETROLEUM CORP. 








Price Range 







1939 1940 1941 1942 


MID-CONTINENT PETROLEUM 
Ist 2nd 3rd 4th 
uarterly 1941 ........ 0.28 0.67 0.96 0.71 
arnings | | FRE 0.9 0.70 0.98 0.80 














BUSINESS: This company is a moderate-sized, integrated organiza- 
tion operating in the Mid-Continent area. Net production in 1941 
totaled 5,264,000 barrels. The producing and undeveloped properties 
aggregated 761,300 acres, these being chiefly in Oklahoma, Texas, 
New Mexico and Kansas. Company operated 10 casinghead plants in 
Oklahoma and Kansas, Over 2,100 tank cars are owned, as well as a 
19%, interest in the Great Lakes Pipe Line Co., which operates a pipe 
line system extending from Tulsa and other refining centers to large 
mid-western consuming areas. Products are sold through about 6,000 
retailers, located principally in the central states. 


FINANCIAL POSITION: Latest officially published balance sheet of 
company, that as of Dec. 31, 1941, revealed a strong financial condi- 
tion. Current assets of $30,189,000, including cash and U. S. Govt. 
obligations of $18,852,000, compared with current liabilities of $5,079,- 
000. Earned surplus on that date aggregated $25,290,000. According 
to an undetailed company statement released several weeks ago, cur- 
rent assets amounted to $37,597,000 and current liabilities $6,585,000 
as of Sept. 30, 1942. Capitalization is simple, consisting of |,857,912 
shares of $10 par capital stock. According to latest data, there was 
no floating or funded debt outstanding. 


OUTLOOK: Gasoline rationing has affected revenues in the gas divi- 
sion, but overall demand for products, growing out of the war needs, 
is expected to hold gross sales around peaks recently established. 
Conspicuous, also, is increasing demand for lubricants, equipment for 
production of which has expanded. Post-war prospects are favored by 
outlook for continued expansion for petroleum products, as well as by 
company's strong fundamental position with respect to properties, 
transportation facilities and markets. Strong finances and improving 
earnings suggest possibility that dividend payments of $1.40 per share 
of common last year may be equalled this year. 





" Mid-Cont. Market Mid-Cont.'s moves 
MARKET ACTION: Petr. Average in relation to aver. 
"40 high to ‘41 low.......... 2% advance 23% decline —_...----22..eeeeeeee 
‘41 low to ‘41 high.......... 22% advance 23% advance 5% narrower 
‘41 high to ‘42 low.......... 26% decli % decli 4% narrower 
"42 low to ‘42 high.......... 38% advance 33% advance 15% wider 


Average volatility: 5% wider on advances, than M. W. S. index. Over 
past several months, the ratio of market advance has been in excess of 
that of the industrial stock averages. 


COMMENT: Recent price—I9. Working capital position seems suf- 
ficiently strong to enable development work without outside financing. 


Long-Term Record 


Net Sales Net Income Net Per Divi- Price 
(millions) (millions) Share dends Range 
$29.131 $.828 $0.45 $0.50 14%4- 9Vs 
34.278 2.417 ts 20V/2- 92 
40.358 4.778 2.57 1.15 307-174 
41.976 5.305 2.86 1.50 3534-14 
38.413 1.044 0.56 0.60 225-124 
38.259 2.651 1.43 0.60 18 -11% 
37.877 2.967 1.60 0.80 1736-11 V2 
a 44.472 4.866 2.62 1.15 17%-13 
1942 (9 mos. 
SS 36.605 4.794 2.58 *1.40 *191/2-12Vs 
1941 (9 mos. 
ee 32.800 3.553 HOO.” ieoussgid ' olecpReecanstareecee, 





*—Dividends and price range for full year. 
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Six Peace Stocks With High Earnings Now 


NATIONAL OIL PRODUCTS CO. 


SPICER MFG. CORP. 








Price Range 


1940 1941 
NATIONAL OIL PRODUCTS 


1939 


Ist 
Questonty 1941 ........ 0.94 
arnings 1942 0.86 














BUSINESS: This concern is essentially a chemical organization, inas- 
much as it manufactures processed oils and other products utilized in 
the textile, metal, paper, printing, rubber, paint, leather and other in- 
dustries. Other products include vegetable and fish oils, cod liver oil 
for poultry and animal feed, cod liver vitamin extract for human con- 
sumption; also soap and shampoo items. Articles used in industry pro- 
vide about 48% of total sales, with the vitamin items furnishing about 
44%. Main plant of the company is at Harrison, N. J., with other 
properties located at Cedartown, Ga., Chicago, Ill., and at Emeryville 
and Richmond, Calif. 


FINANCIAL POSITION: The Dec. 31, 1941, balance sheet (latest 
available) disclosed a strong inventory position, with this item totaling 
$4,008,000, out of total current assets of $5,316,000, while cash 
amounted to only $525,500. Current liabilities of $1,884,000 included 
provision for taxes in the amount of $995,000. During 1940, the com- 
pany sold $1,500,000 principal amount of 3'/4% debentures, due in 
1955. These had been reduced to $1,415,000 at the close of 1941. 
Outstanding common stock, comprising the only equity issue, as of 
Sept. 30, 1942, amounted to 214,794 shares of $4 par value. Dividends 
on the common stock have been paid in each of the past sixteen years. 


OUTLOOK: Although the company is understood to have encountered 
difficulty in securing sufficient supplies of fish livers, important to 
manufacturing operations, as a result of war restrictions, it may be in- 
ferred from the 1941 year-end statement of inventories that adequate 
quantities of materials are available for normal operations over the 
near future. Growing popularity of vitamin products, stimulated by 
aggressively conducted publicity, is seen as contributing towards 
further satisfactory earnings. However, limited cash holdings suggest 
continued conservatism with respect to dividends during the near 


future. 


Nat'l Oil Market Nat'l Oil's moves 
MARKET ACTION: Products Average in relation to aver. 
‘40 high to ‘41 low.......... 26% decline 23% decline 13% wider 


26% narrower 
93% narrower 
67% narrower 


"41 low to ‘41 high.......... 17% advance 23% advance 
‘41 high to ‘42 low..... .. 2% decline 27% decline 
"42 low to ‘42 high.......... 11% advance 33% advance 


Average volatility on four moves: 40% narrower on decline: 47% nar- 
rower on advances, than M. W. S. index. Rate of recovery during past 
four months has been slightly below that of the industrial stock averages. 
COMMENT: Recent price—35. Statement for 1942 will probably re- 
veal decline in earnings for last year, as well as possibly a further cut 
iin outstanding debt. 





Long-Term Record 
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SPICER MANUFACTURING CO. 
Ist 2nd 3rd 4th 
Quarterly 1941 ........ 2.55 1.98 2.54 2.35 
Earnings 1942 ........ 2.59 2.42 2.49 3.09 














BUSINESS: Spicer manufactures axles, shock absorbers, propeller 
shafts, transmissions and clutches, controls, side housings, universal 
joints and frames for trucks, passenger cars, etc. Principal plant is 
situated at Toledo, Ohio, with others at Reading and Pottstown, Pa. 
Proportion of bus equipment orders has been extended, following the 
introduction in 1938 of a hydraulic drive device, known as a torque 
converter. Operations are also carried on abroad, and according to 
the annual report for the year ended Aug. 31, 1942, the affiliated 
companies in England and Canada were operating at increased capac- 
ity, as are those in the United States. 


FINANCIAL POSITION: War orders have compelled substantial ex- 
pansion of productive facilities. In order to fulfill Government bus- 
iness, company has invested $9,504,000 for plant expansion. It is 
understood that a portion of the requisite funds was obtained under 
a "Regulation V" loan, which provides for a Government guarantee 
up to 90% of amounts borrowed. These loans are self-liquidating upon 
completion of deliveries under war contracts. Tax provisions of $12,- 
029,000, as of Aug. 31, 1942, as against only $3,478,000 a year earlier, 
were chiefly responsible for the cut in net working capital to $3,798,- 
000 from $4,420,000 on Aug. 31, 1941. Outstanding stock consists of 
70,000 shares of $3 cumulative, no-par, preferred, and 300,000 shares 


of no-par common stock. 


OUTLOOK: Direct and indirect war orders should maintain operations 
at high levels, assuming that no serious scarcity of raw materials is 
encountered. Some of company’s larger customers hold substantial 
orders for army scout and reconaissance cars, which require special 
transmissions made by Spicer. Strengthening of trade position, 
coupled with large potential post-war demand for motor vehicles, 
should assure this company its full quota of automotive business in the 
years ahead. Earnings prospects are excellent, and $0.75 quarterly 
dividend basis will probably be continued on the comparatively small 
common stock issue. 
Market 


atl 
MARKET ACTION: Mfg. Aarons 


‘40 high to ‘41 low 16% decline 23% decline 
‘41 low to ‘41 high .. 29% advance 23% advance 
‘41 high to ‘42 low 17% decline 27% decline 
‘42 low to ‘42 high.......... 10% advance 33% advance 

Average volatility on four moves: 34% narrower on declines: 22% nar- 
rower on advances, than M. W. S. index. Stock has fluctuated in com- 
paratively narrow range since late Summer. 


COMMENT: Recent price—33. Despite working capital cut in 194I- 
42 fiscal year, company should readily secure all financial aid neces- 
sary for processing of war business. 


Spicer's moves 
in relation to aver. 
30% narrower 
26% wider 

37% narrower 
70% narrower 











Net Sales Net income Net Per Divi- Price 
(millions) (millions) py a Range Long-Term Record 
$5423 $359 i 2.80 3634-2514 Tot. Inc. Net Income Net Per Divi- Price 
6.678 °438 2.53 £2.10 47-1712 Year (millions) (millions) Sh.(Com.) dends(a) Range 
6.112 -402 2.23 0.90 38 -15 $.791 $.670 ee, 13-6 
7.729 -700 3.89 1.85 46 -281/2 -629 Chi 15V2- 92 
8.275 698 3.81 1.35 3854-285 1.772 1.489 4.26 3.00 37 -13% 
11.786 -869 4.11 1.95 36 -26 1.524 1.293 3.61 2.00 35 -10 
374 -297 0.29 0.50 172- 7% 
) NA -432 2.01 *1.00 *36 © -291/2 
1.310 1.054 3.05 2.00 34%-11 
re NA -636 y | ere 2 oe gta be 2 pag 
Se : 6. . . . 2°27/2 
Note—O stock increased annually from 146,120 shares 17/280 3'380 10.57 300 #37 -30 


ain 1935, to 214,794 shares as of Sept. 30, 1942. t—Includes $1.00 paid 
‘in Rl stock. *—Dividends and price range for full year. NA—Not 
available. 
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t—Fiscal year ended Aug. 31. (a)—Dividends paid in calendar year. 
Latest div.: $0.75 paid Jan. 15, 1943. *—Price range for full year. 
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SQUARE D COMPANY 


Six Peace Stocks With High Earnings Now 






STARRETT (L. S.) CO. 





Price Range 


1939 








a ae ee 
uarterly 1941 ........ 1.7: s ° * 
arnings § 1942 ........ 1.23 2.33 d0.03 d0.08 











BUSINESS: Company produces a wide line of electrical equipment, 
including safety switches, switchboards, multi-breakers, electrical regu- 
lators for machinery, insulators, etc., while its Kollsman Instrument Co. 
division manufactures precision instruments for the aviation industry. 
In 1940, Square D. purchased the J. H. Emmerich Optical Co., maker 
of lenses and prisms, thus supplementing its aircraft equipment lines. 
Products are marketed principally through jobbers. Plants are located 
in Detroit, Mich.; Milwaukee, Wis.; Los Angeles, Cal., and at Peru, 
ind. 


FINANCIAL POSITION: Finances at the 1942 mid-year period were 
in satisfactory condition, with current assets of $16,621,000, including 
cash and U. S. Treasury notes of $6,644,000, as against current liabili- 
ties of $12,417,000, the latter including tax liabilities of $9,293,000. 
Expansion of facilities and pressure of business have compelled recent 
financial negotiations. It is said that company has completed ar- 
rangements with several banks for a Regulation V loan to furnish addi- 
tional working capital needed to finance Government war contracts. 
Outstanding stock consists of 17,450 shares of $5 preferred (con- 
vertible into 2!/2 shares of common), and 421,360 shares of $1 par 
common. 


OUTLOOK: While all divisions have been aided by the vast demand 
for war equipment, manufacture of airplane devices has been particu- 
larly stimulated, with continuing enhancement of output in this divi- 
sion foreseen for the duration. Allowing for voluntary price reductions 
on Government contracts, 1942 earnings are estimated at about $5.00 
per share of common. Peace time potentialities in all lines are excel- 
lent, particularly in the precision devices made by the company. Pros- 
pects are aided also by the fundamentally strong trade position occu- 
pied by the company. Maintenance of the prevailing $0.50 quarterly 
dividend basis on the common shares is anticipated. 


MARKET ACTION: poeta _— 
‘40 high to '41 low 


5% decline 23% decli 
‘41 lew to ‘41 high 25% advance 23% advance 
‘41 high to ‘42 low % decli decli 
‘42 low to ‘42 high 
Average volatility on a eee on narrower on decline: 17% nar- 


rower on advances, than ndex. Proportionate advance since 
early Autumn has been less than that of the industrial stock averages. 


COMMENT: Recent price—35. Cyclical growth of aviation seen as 
furnishing important new peace time revenue sources for this company. 


Square D's moves 
in relation to aver. 
78% narrower 

9 % wider 














° 
19% advance 33% advance 42% narrower 


Long-Term Record 
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STARRETT (L. S.) CO. 


Half-year 1941.0... 
Earnings 1942 


1942 
2nd 6 mos. | 

1.28 } 
2.82 | 











BUSINESS: Manufactures fine precision instruments and mechanical 
tools, these including bevels, calipers, dividers, gages, levels, microm- 
eters, parallels, protractors, speed indicators, squares, steel tapes, and 
hacksaw blades and frames. Outlets are provided by the construction, 
engineering, automotive supply and metal working trades. Operations 
are concentrated at Athol, Mass., with branch offices and sales ware- 
houses in New York and Chicago. Normal distribution is world-wide 
although the greater portion of output is marketed in this country, 
through mill supply houses, hardware dealer and automotive and 
aviation supply jobbers. 


FINANCIAL POSITION: June 30, 1942, balance sheet showed sound 
working capital position. Current assets of $7,335,000 included cash 
and U. S. tax notes of $3,082,000 and inventories of $3,450,000, com- 
pared with current liabilities of $4,008,000, the latter including ac- 
crued taxes of $3,607,000. Net current assets of $3,326,000 were $542,- 
000 above those reported at the end of the previous fiscal year, while 
operating surplus rose from $931,000 to $1,608,000 during the 1941-42 
fiscal year. There was no funded or floating indebtedness. Sole 
capitalization was 146,699 shares of no-par common stock. Dividends 
on this issue have been paid in each of the past nine years. 


OUTLOOK: Nature of the company's activities assures expanded op- 
erating levels throughout the war, although high taxes, rather than in- 
creasing costs, will probably restrict profit progress. Operations in 
future years will be favored by the fundamental growth of markets for 
virtually all of the company's products, with aviation expected further 
to contribute to sales in important measure after the war. Recent 
earnings record, as well as strong current position, suggests continu- 
ance of the $0.75 quarterly dividend basis currently prevailing on the 
common shares. 








3 Starrett Market Starrett's moves 
MARKET ACTION: Company Average in relation to aver. 
"40 high to ‘41 low.......... 2% ad 23% decli 
"41 low to ‘41 high.......... 6% advance 23% advance 74% narrower 
"41 high to ‘42 low.......... 26% decline 27% decline 4% narrower 
"42 low to ‘42 high.......... 12% advance 33% advance 64% narrower 


Average volatility: 6.9% narrower on advances, than M. W. S. index. 
Recovery in this issue during past six months has been slightly under that 
of the industrial stock averages. 


COMMENT: Recent price—25. Substantial sales increase in 1941-42 
fiscal year finds reflection in $3,000,000 expansion in total assets. 


Long-Term Record 








Net Sales Net income Net Per Divi- Price 

(millions) (millions) Sh.(Com.) dends Range Net Sales Net Income Net Per Divi- Price 
$7.709 $1.063 $3.09 $2.00 4834-16 (millions) (millions) Share dends(a) Range(a) 

5.43 -404 1.17 0.75 31-122 $1.195 -147 0.79 0.50 15%4- 6 
7.44 1.038 3.02 1.75 345/e-18V2 1.14 +5 4 ae " 1.10 321/2-121/2 
13.613 2.023 4.56 2.80 401/2-26%/e 2.014 -428 2.76 1.80 405/4-243/4 
$14.406 3.104 7.14 3.00 4014-314 3.017 .771 5.10 3.50 48 -191/2 
2.289 -465 3.05 1.25 342-177, 
NA 1.565 3.54 *2.00 *3834-277%/e 2.228 .330 2.13 1.25 35 72201 

3.655 -741 4.94 3.25 3834-23 

ee NA 2.256 5.17 5.918 -848 5.78 4.25 0 -29 
9.903 1.024 6.98 2.25 343%4-22% 


Note—in 1937, former Class A. and B. shares were replaced by com- 
mon stock. ¢—Gross profit. *—Dividends and price range for full year. 
NA—Not available. 





t—Fiscal year ended June 30. 


(a)—Dividends and price range for cal- 
endar years. 
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Favorable Liquidating Values in 


UTILITY 
HOLDING 
COMPANY 
SECURITIES 


BY FRANCIS C. FULLERTON 


\= Public Utility Holding Company Act of 1935 
is principally noted for the so-called “death sent- 
ence” contained in Section II. This prescribed such 
stringent rules—limiting the extent of territory 
served, the “grandfather clause” eliminating all but 
one intermediate holding company, the capital 
simplification clause, the requirements as to efficiency 
—that few, if any, holding companies could meet the 
requirements and exist. Moreover, the SEC threw 
in for good measure a series of other tentative regu- 
lations or orders having to do with writing off of 
alleged excessive property accounts, changing the 
capital set-up, limiting dividend payments, etc. 
However, only in the past year or so has the commis- 
sion issued final orders to certain holding companies 
requiring definite action toward disposal of their in- 
vestments in operating companies. A few companies 
agreed and started to sell their properties, others 
demurred and took the question to the courts. More 
recently several big companies—United Gas Im- 
provement, Niagara Hudson and Federal Water & 
Gas—decided to “throw up the sponge” and work on 
dissolution plans. 

Wall Street was formerly quite pessimistic regard- 
ing the “death sentence,” principally due to the 
prejudice against holding companies, whose earnings 
have suffered greatly due to higher taxes paid by 
operating companies, the effects of which were ex- 
aggerated by capital leverage. Moreover, while it 
was realized that there might be hidden values if dis- 
solution plans were carried out, progress toward dis- 
solution was so slow that, with still heavier taxes in 
the offing, stockholders placed a heavy discount on 
such values. More recently, however, as some hold- 
ing companies began to cooperate with the SEC in 
the unraveling of their financial structures, hopes 
were revived and revised estimates of liquating values 
bestirred new market interest. 

One system which has cooperated with the SEC is 
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United Light & Power. Some time ago the company 
disposed of most of its properties other than its in- 
vestment in the common stock of United Light & 
Railways (the sub-holding company of this large 
mid-west system). It proposed to give preferred 
stockholders, in exchange for each share held, 6 
shares of new common stock of United Light & Rail- 
ways, while common stockholders would receive 1/10 
of ashare. This would give about 92% of the assets 
to preferred stockholders (there were large arrears 
of unpaid dividends) and 8% to the Class A and B 
common stockholders. SEC hearings on the proposal 
were closed early in August last year, and the staff 
report was completed some weeks later, but the final 
decision has not yet been handed down. It is pos- 
sible that the commission will prefer to give a still 
larger proportion of the assets to the preferred stock, 
in line with the judicial trend favoring senior se- 
curity holders, and possibly common stockholders 
may not receive anything. In the latter event it is 
possible that the Mellon-controlled Koppers Com- 
pany, or some other substantial holder of the com- 
mon stock, might decide to appeal to the Courts, in 
which event further delay would ensue. 

However, assuming that the common holders ac- 
cept the plan (as approved or revised) and that it 
can be enforced against all stockholders by a Federal 
Court without appeals, the picture appears to be as 
follows: While recent figures are not available, it is 
estimated that on the proposed new set-up United 
Light & Railways would earn about $1.35 a share 
on its common stock, and it is conjectured that divi- 
dends of about half this amount might be paid. As 
compared with similar (Please turn to page 445) 
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interested Only in the Future 


Investors now are interested in 
the future, not in the present. 
People are not buying stocks on 
the basis of the prevailing war 
economy, but on their estimates 
of what the coming peace will be 
like. Current earnings and divi- 
dends, so far as most stock buy- 
ers are concerned, are of collat- 
eral rather than of fundamental 
importance. This is a state of 
mind which is likely to continue, 
and choices should be made only 
after giving such psychology due 
weight. It is exceedingly improb- 
able that financial thinking again 
will come under the defeatist spell 
of expecting a long war. 


Too Many Issues Classed as 
War Stocks 


It may be, however, that the 
prevailing inclination to cata- 
logue all securities as “war” 
stocks, “peace” stocks and “war 
or peace” stocks is too artificial. 
As we have said so frequently in 
this column, some of the air- 
crafts, like Untrep Arrcrart and 
Dovetas AIRCRAFT, were 
“growth” shares before the war 
and probably will be so regarded 
again; they are not “just war 
stocks” in the sense that Sav- 
AGE ArMs and New York 
SHIPBUILDING are. Again we 
are building up a_ tremendous 
unsatisfied demand for steel, and 
the market probably is hasty in 
its recent judgments that com- 
panies like Unirrep STates 
STEEL, NATIONAL STEEL, INLAND 
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Stee, and AMERICAN Routine 
Mitt are nothing but war spec- 
ulations. Once more, while it may 
be granted that the railroads will 
not indefinitely enjoy a volume of 
traffic as large as they are now 
privileged to carry, it is incon- 
ceivable that the carriers will not 
come out of the war financially 
stronger and better operators 
than they entered it. We are dub- 
bing too many _ stocks “war” 
issues. 





Allied Stores Preferred 


Allied Stores $5 preferred at 
74 is up 10 points from its 1942 
low, but it still yields 634%. The 
company still is reducing its debt, 
and continues to be one of the na- 
tion’s best managed department 
store organizations. The man- 
agement is not nearly as worried 
about the supply of goods to sell 
in 1943 as most stockholders are; 
and there is reason to think that 
dividends will be continued on the 
common as well as on the pre- 
ferred. Earnings for the year to 
end January 31st probably will 
be only moderately smaller than 
the $2.27 a share earned on the 
common in the year ended Jan- 
uary 31, 1942, including a 1942- 
1943 post-war credit of some 40 
cents a share. The preferred 
stock seems well worth holding as 
a high-yield issue. 


American Woolen Preferred 


Selling at around 59, AmeEr- 
1cAN WooLeN PREFERRED 
would seem to involve less specu- 
lative risk than most people as- 
sume. The stock, which carries 





An engineer at the Westinghouse Lighting Division tests a new light gun that soon 
will be flashing signals to planes in war zones. The pull of a trigger sends a 500,000- 
candlepower beam of light a mile into the air; another pull flashes a green or 
red light. At airports whose radio transmitters are silenced to prevent information 
reaching the enemy, these light guns will transmit information to our fliers. 
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a back dividend accumulation of 
about $76 a share, is appraised at 
only about 50% of the company’s 
net working capital. Physical as- 
sets, aside from working capital, 
are substantial and are unmort- 
gaged except for a $1,000,000 
obligation on an office building. 
The stock paid $8 a share in 
1942, $12 in 1941 and $7 in 1940. 
It is difficult to estimate 1942 
earnings in advance of publica- 
tion of the annual report, espec- 
ially since the company is likely 
to be liberal in the matter of re- 
serves: but it should be kept in 
mind that a large EPT credit 
will sweeten reported net. After 
the last war, American Woolen 
had a very prosperous period, 
due partly to purchases of civil- 
ian clothing by returning soldiers 
and sailors. While this stock 
hardly is a commitment for wid- 
ows and orphans, those who can 
afford to take business risks 
might consider the advisability of 
having it represented in their 
portfolios. It should pay sub- 
stantially more than 10% in divi- 
dends on the current price this 
year—and probably next year, 
and the year following. Con- 
trary to popular impressions, 
there appears to be no shortage 
of wool in this country. 





Radio Corporation 


The common stock of Rapto 
CoRPORATION OF AMERICA 
always has been an issue in which 
the public’s optimism about 
the future of the science of elec- 
tronics has been expressed. Un- 
fortunately, financial results of 
this particular company often 
have been inconsistent with those 
hopes. The new 1942-1943 high 
recently registered in the stock 
probably is partly in expectation 
of a good annual report. The 
company is doing a splendid job 
supplying equipment for the war. 
The war no doubt is leading to 
many new developments in radio 
and television which will be com- 
mercially exploited after peace 
comes. That the public is of this 
radio-listening opinion is indi- 
cated by the very slow sales of 
radio sets. While no new radio 
sets have been manufactured for 
civilians for months, dealer stocks 
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Performance of Stocks Mentioned by This Department 
(Incomplete List) 


Inland Steel 
United Aircraft 
Douglas Aircraft 
General Telephone 
Warner Bros. Pictures .................-....-.-- 
Roan Antelop 

Ohio Oil 
Mid-Continent Petroleum ................-+- 
Commonwealth & Southern pfd........... 
Pullman, Inc. 
Decca Records 
Socony-Vacuum 
lron Fireman 
Davison Chemical 
W. B. Jarvis Co. 
Fansteel 
National Supply 
Byron Jackson 
General Foods 
U. S. Leather "A" 
McKesson & Robbins 
Swift International 



























































Date Price Subsequent 

Mentioned Then High 
Dec. 12 60 66 
Dec. 12 245 28/2 
Dec. 12 55/2 595% 
Dec. 12 16 17 
Dec. 12 67% 81/2 
Dec. 12 5% 63% 
Dec. 12 11% 12% 
Dec. 12 17% 19'/2 
Dec. 12 32% 405s 
Dec. 12 257% 277% 
Dec. 12 9V/2 11 
Dec. 26 10 WW 
Dec. 26 14 16 
Dec. 26 11% 15 
Dec. 26 10 10% 
Dec. 26 9% 12% 
Dec. 26 5% 62 
Dec. 26 15/2 173% 
Dec. 26 35 365 
Dec. 26 14% 15% 
Dec. 26 15/2 155 
Dec. 26 27/2 30% 





still are uncomfortably large and 
good late model sets may be 
bought at below list price. 


3 
Important Sugar Decisions Near 


Within a few weeks the United 
States government must make a 
decision regarding how much Car- 
ibbean sugar it will buy this year 
and what price it will pay. It is 
a troublesome matter to decide, 
for Cuban warehouses are bulg- 
ing with U. S. owned sugar which 
cannot be transported to the 
mainland until there are more 
ships available for the purpose. 
A huge post-war surplus of 
this war-rationed commodity is 
threatened. On the other hand, 
the economy of our good neigh- 
bors in Cuba is seriously threat- 
ened unless we buy their key crop. 
This explains why sugar produc- 
ing shares are selling so low in 
spite of the good earnings and 
improved financial position of the 
companies they represent. If 
sugar shares should rise on a fay- 
orable deal with the government 
regarding the 1943 crop, it might 
be well to reduce holdings on the 
bulge. 


Spiegel, Inc. 
Sales of Spirrcet, Inc. de- 


clined about 26% in 1942 from 
1941 reflecting a radical change 


in the company’s credit policies. 
It is thought that the company 
will report a loss of over $1,000,- 
000 for the year. Bank debt, 
however, is understood to have 
showed a very large reduction. 
This company’s position is 
unique. Its former sensational 
prosperity was based on credit 
terms much more liberal than 
those offered by larger competi- 
tors; sales were accepted without 
down payment and without financ- 
ing charges. Federal corpora- 
tion income taxes are paid on 
profits as the goods are paid for, 
not on profits which appeared to 
accrue at the time sales were 
made. Thus, in 1942 the com- 
pany has had income from a Fed- 
eral tax standpoint, even though 
it has had no income from a stock- 
holders’ income account point of 
view. In the meantime, like the 
other mail order houses, Spiegel 
must depend more and more on 
soft goods for profits; hard goods 
and “big ticket” items are pretty 
much out. It costs only $450,000 
a year to pay dividends on the 
100,000 shares of $4.50 preferred 
stock, and the company is finan- 
cially able to continue such pay- 
ments if the management is suf- 
ficiently optimistic about the 
future to justify it. The $4.50 
preferred recently has been sell- 
ing at around 35. 
(Please turn to page 439) 
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Another Look At 


American Type Founders, Inc. 


With activities in all normal lines, except for type 
production and repair and maintenance work, sus- 
pended by Government order, operations have been 
converted to the production of military equipment 
on a substantial scale. This includes the manufacture 
of machine tools, of ordnance material for the United 
States Government, and of munitions for the British 
Government in a plant financed by that Government. 
In the course of its regular business, the company 
had been accustomed to precision machine work, as 
it had built and maintained many of its own machine 
tools. War production, therefore, required no con- 
version of plant facilities or different skills than are 
normally employed in the building of printing 
presses. 

The company is the largest in its field engaged in 
sale of machinery and supplies to the printing 
trades. Normal products include the Kelly auto- 
matic press, the Webendorfer letter press, and also 
offset presses. Moreover, the company buys from 
other concerns for sale to the trade a complete line 
of printing supplies, except paper. Sales of hand 
type, which account for about 25% of the total 
gross, are the most important single source of 
revenues. All manufacturing operations are con- 
ducted at the Elizabeth, N. J., plant. 

Outstanding capital stock consists of 568,101 
shares of $10 par value. Balance sheet as of March 
31, 1942, showed a good financial position, with cur- 
rent assets of $12,251,000, including cash of $577,- 
000 comparing with current liabilities of $4,923,000. 
Of the Conv. S. F. debenture 5s, due 1950, outstand- 
ing in the amount of $858,500 on March 31, 1942, 
the company called $704,600 at 105 and interest, for 
retirement as of Jan. 15, 1943. Funds for retire- 
ment and other purposes were provided under a 
banking credit of $20,000,000, arranged as a 
“Regulation V” loan, guaranteed by the War De- 
partment. No dividends have been paid on the $10 
par capital stock issued in the reorganization which 
was effected in 1936. Earnings on the capital stock 
were equal to $1.17 per share for the six months 
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AMERICAN TYPE FOUNDERS—INGERSOLL-RAND—LORILLARD— 
U. S. INDUSTRIAL ALCOHOL—YOUNGSTOWN SHEET & TUBE 


By Tue MaGAZINE OF WALL STREET STAFF 


ended Sept. 30, 1942, compared with $0.38 in the 
similar 1941 period. Cumulative depreciation and 
obsolescence of printing equipment of all types will 
provide large markets for the normal production of 
this concern after the war, thereby taking up the 
slack consequent upon the eventual cessation of war 
orders. Although earnings record over the past 
decade is far from impressive, the shares hold fair 
long-term appeal as a price speculation. 


Ingersoll-Rand Co. 


The huge expansion in our navy and merchant 
marine has been of particular benefit to the opera- 
tions of this industrial machinery organization. 
While the company issues few interim details with 
respect to its activities, it is believed that a consider- 
able portion of orders originates directly from the 
war effort. Ingersoll-Rand is one of the foremost 
producers of air and gas compressors, rock-drills, 
oil and gas engines, pumps, condensers, pneumatic 
tools, air-conditioning and refrigerating machinery, 
and general mining, tunneling and quarrying ma- 
chinery. In peace time, the company’s normal out- 
put is marketed throughout the world, with foreign 
business supplying an important part of revenues. 

Capital structure consists of 25,255 shares of $6 
non-callable preferred of $100 par value and 974,- 
130 shares of no-par common stock (exclusive of 
25,870 common shares held in the treasury). Latest 
balance sheet, that as of Dec. 31, 1941, disclosed a 
strong financial condition, with total current assets 
of $51,555,000, including cash, U. S. obligations and 
other securities of over $24,000,000, compared with 
current liabilities of $21,711,000, of which Federal 
taxes amounted to $13,650,000. There was no 
funded or floating debt, and earned surplus totaled 
$8,806,000. Dividends on the common shares have 
been paid annually for the past 33 years. Disburse- 
ments of $6.00 in 1942 compared with $7.00 in each 
of the two previous years. 

Operations after the war will be further favored 
by the fact that the company manufactures the large 
compressor pumps that are used to build up the high 
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pressures needed in the production of synthetic rub- 
ber. In addition to the anticipated large normal 
demand for industrial rehabilitation, the Govern- 
ment policy of maintaining a large navy and mer- 
chant marine may also contribute substantially to 
revenues. Report for 1942 is expected to show earn- 
ings of around $7.50 per share of common, after 
provision for contingencies. The small-issue low- 
yield preferred is unattractive at current quotations 
around 160. Strong finances and excellent earnings 
status suggest maintenance of existing $6 basis on 
the common. The sanguine peace time outlook, con- 
sidered in connection with the return of about 7%, 
commend the common shares for yield and apprecia- 
tion acquisition. 


Lorillard (P.) Co. 


Inasmuch as P. Lorillard Co., issues no interim 
statement of operations, there is no means of deter- 
mining the manner in which revenues have benefited 
from the reputed doubling of sales of “Old Gold,” its 
principal brand of cigarettes. It is unofficially stated 
that 1942 sales of this item approximated 12 billion 
cigarettes. The company produces all tobacco prod- 
ucts except snuff, with output including a larger pro- 
portion of cigars and manufactured tobacco than in 
the case of some other leading concerns. Other 
brands include “Sensation,” “Beech Nut,” “Egyp- 
tian Deities,” “Murad,” and “Helmar” cigarettes ; 
“Friends,” “Briggs” and “Union Leader” smoking 
tobaccos; and “Between the Acts,” “Bengal,” 
“Rocky Ford” and “Muriel” cigars. Profit margins 
are believed to be narrowest on cigars and widest on 
manufactured tobaccos. 

Capitalization at the end of 1941 consisted of 
$5,386,500 debenture 7s, of 1944; $6,195,450 de- 
benture 5s, of 1951; 98,000 shares of $7 non-callable 
preferred of $100 par value, and 1,871,940 shares of 
$10 par common stock. Dividends on the common 
have been paid in each of the past ten years, amount- 
ing to $1.20 per share each in 1940, 1941 and 1942. 
Dec. 31, 1941 balance sheet showed a strong current 
position, with current assets of $52,275,000, includ- 
ing cash and U. S. Government holdings of $7,891,- 
000 and inventories of $39,930,000, compared with 
current liabilities of $3,519,000. Cigarette makers 
require inventories of leaf tobacco equal to about 
three years’ needs, and the costs of leaf for a single 
year are charged at the average cost of the inven- 
tory. It is estimated that the three year average 
cost to be charged against 1943 operations will be 
more than 30% higher than for 1942. Higher costs, 
as well as increasing taxes, seem destined to offset 
the benefits of sales expansion during 1943. Becausc 
of the company’s good cash position, it is not certain 
whether it will follow the example of other tobacco 
producers and incur bank loans to help finance leaf 
purchases. 

Despite prospective narrower profit margins and 
probably lower earnings this year, the common seems 
suitable for investment retention. 
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U. S. Industrial Alcohol Co. 


Although net sales of U. S. Industrial Alcohol Co. 
for the six months ended Sept. 30, 1942, were nearly 
28% above those for the corresponding period a year 
earlier, tripling of provision for contingencies, as 
well as higher Federal taxes, was responsible for a 
sharp drop in net income to $1.11 per share, on the 
outstanding 376,836 shares of capital stock (the 
only capital issue), from $2.62 per share in the simi- 
lar 1941 interim. The company is the leading maker 
of ethyl alcohol, which is normally produced from 
blackstrap molasses, obtained largely in the West 
Indies. Because of the shipping shortage, some of 
the company’s plants are now using grain for al- 
cohol production. Progress in transfer to the newer 
type of manufacture has been retarded by “priori- 
ties” factors, but installations of new equipment are 
expected to be completed early this year. Aggregate 
capacity is about 35,000,000 gallons of alcohol 
annually, and sales amount to about 30% of the 
total for the industry. 

In an effort to reduce dependence upon alcohol, 
this concern has actively engaged in development of 
other chemical products. It is estimated that the 
latter now provide about one-half of operating in- 
come. The synthetic resin business in the 1941-42 
fiscal year (ended March 31) was 214 times larger 
than in the previous year. Production from the new 
alkyd and phenolic resin plants has been in great 
demand in the war program. These resins are used 
largely for paints and finishes for metal work. 
Volume of such business is expected to expand after 
the war because of widening commercial fields for 
synthetic finishes. 

Financial position was strong as of March 31, 
1942, with current assets of $13,899,000, including 
cash of $2,680,000, comparing with current liabili- 
ties of $5,712,000. As of (Please turn to page 438) 
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\/E are glad to make this report on the first month's results of the 
new Forecast Service. 


It is a record that attests to the care and judgment of our analysts... 
especially in view of the high selectivity of the market. Practically all 
of our advices show profits and over 50% of the common stocks carried 
are under $16 a share. Special efforts are made to uncover favorable 
situations in the low-priced brackets. 


THE FORECAST 
Will Advise You 


What and When To Buy... and When to Sell 


The profits outlined above are on open commitments with one excep- 
tion—that on Pan American Airways is just being taken. Our sub- 
scribers have the assurance of knowing that we will tell them definitely 
when to sell or lighten their positions. And this counsel can be applied 
not only to securities kept under our continuous supervision but to 
independent holdings as well. Released capital may then be kept 
liquid until new buying opportunities are recommended. 


That we have rendered satisfactory service is shown by the following 
unsolicited letters... 


A New Subscriber Writes: 


"From my experience of the past 
sixty days, | do wish to have the 
benefits of your service so long as | 
can use them taking into considera- 
tion the limitations imposed upon my 
activities by army duties." 

Lt. Col. Z. M. E., 
Washington, D, C. 


From An Old Subscriber: 


"Enclosed is $125* to extend my 
subscription for a full year. Please 
enter it in the name of my corpora- 
tion as there is a possibility of my 
being drafted and | would like the 
service to continue coming. | have 
enjoyed it very much and have ob- 
tained considerable value from it." 


W. K., Los Angeles, Cal. 


* Former annual subscription fee. 


Our sole objective is to do good work for our clients . . . in helping 
them conduct, safeguard and build capital and income. We want them 
to make Forecast Service a permanent part of their investment and 
market programs. 


Enroll with the Forecast now to receive: (1) Our initial valuable report 
on your holdings; (2) Our forecast of this phase of the advance; 
(3) Our advice on what and when to buy and when to sell. 





MAIL YOUR ENROLLMENT TODAY 
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491g POINTS PROFIT—ONLY % POINTS LOSS 
...in the Past Month 
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Geared To Today's Markets 
For Protection — Income — Profit 


Short-Term Rec dations for Profit 
. . « Mainly common stocks but preferred 
stocks and bonds are included where out- 
standing price appreciation is indicated. 





Low-Priced Opportunities . . . Securities 
in the low-priced brackets that meet the 
same qualifications for near-term market 
profit. 


Recommendations for Income and Profit 
. . . Common stocks, preferred stocks and 
bonds . . . for the employment of your 
surplus funds and market profits. 


Low-Priced Situations for Capital Build- 
ing . . . Stocks in which you can place 
moderate sums for large percentage gains 
over the longer term. 


Recommendations Analyzed . . . Pertinent 
details as to position and prospects are given 
on securities advised. 


When to Buy . . . and When to Sell... 
You are not only advised what to buy but 
when to buy and when to sell—when to be 
moderately or fully committed . . . when 
to be entirely liquid. 


Market Forecasts . . . Every week we re- 
view and forecast the market, giving you 
our conclusions as to its indicated trends. 
Dow Theory Interpretations are included 
for comparison. 


Telegraphic Service . . . If you desire we 
will telegraph you in anticipation of de- 
cisive turning points or market movements. 


Consultation by Wire and by Mail... 
To keep your portfolio on a sound basis, 
you may consult us on as many as 12 secur- 
ities at a time ... by wire and by mail. 


Added Services ... 


Business Service . . . Weekly review and 
forecast of vital happenings as they govern 
the outlook for business and_ individual 
industries. 


Washington Letter . . . “Ahead-of-the-news” 
weekly reports from our special corres- 
pondent on legislative and political devel- 
opments weighing their effects on 
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i THE INVESTMENT AND BUSINESS FORECAST - Z 
i of The Magazine of Wall Street, 90 Broad Street, New York 
; I enclose ($40.00 for 6 months’ subscription; O $75.00 for a year’s subscription. ; V] 
(J Airmail Your Bulletins To Me. Tel h llect i - OW «+s 
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CONCLUSIONS 


INDUSTRY—National income last year, measured in dollars, was 
24% larger than in 1941; but, on a quantity basis, rose only 
8.7%. Inflation makes greater headway than revealed by 
standard indexes based upon lawful prices. 


TRADE—Department store sales last year were 11% above 1941 
in value; but rose only 5.7% in actual volume. 


COMMODITIES—Consumers re-enter commodity futures markets 
on buying side halting decline which followed impositioi of 
corn price ceilings. 


MONEY AND CREDIT—By mid-1944 Federal debt may reach 
211 billion; but interest rate is now 50% lower than at peak 
of World War | debt. 


Per capita business activity receded fractionally during the 
past fortnight—a sharp spurt in check payments having been a little 
more than offset by less than normal seasonal improvement in other 
leading industries. Our index rose during December to 119.5% of 
the 1923-5 average, from 117.8 in November; but was 0.3 point 
lower than for December, 1941. Fourth quarter averaged 118.2, 
compared with 121.9 during the third quarter and 117.2 for the 
final quarter of 1941. Last year's average was 122.7, against 114.8 in 
1941. Without compensation for population growth, this publication's 
index of business activity rose in December to 145% of the 1923-5 av- 
erage, from 143 in November, showing a gain of 3° over Decem- 
ber, 1941. Average for the fourth quarter was 144, compared with 
145 in the third quarter, improvement over the final quarter of 1941 
amounting to 4%. As a whole, 1942 averaged 146 or 8.7% ahead 
of the 1941 calendar year. 

* * * 


National income produced rose to $117.4 billion last year, a 
new all-time high and 24% over the $94.7 billion reported for 1941. 
The Commerce Department estimates that it will reach $135 billion 
this year, assuming an average rise of only 5% in prices. Since 
the average price level last year was about 11.4% higher than 
in 1941 it appears that the quantity output of goods and services 
must have been 8.7%, greater in 1942 than in 1941, an estimate which 
agrees with the increase indicated by this publication's index of 
business activity. Income payments last year are estimated at 


(Please turn to the following page} 
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Business and Industry 











Date 
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Month 


Month 





Previous 


Prior 
Year 





PRESENT POSITION AND OUTLOOK 



























(Continued from page 431) 


$114 billion (indicating corporate savings of |} 
around $3.4 billion), an increase of 23.6% over 
1941, the previous peak week. Corporate cash 
dividends last year are estimated at $3.56 bil- 
lion, or 12% below 1941. The unfavorable com- 
parison with 1941 was due mainly to clearing | 
up of numerous arrearages in 1941 rather to 





INDUSTRIAL PRODUCTION (a)..| Nov. 191 188 167 
INDEX OF PRODUCTION AND 
TRADE (b) Nov. 123 122 113 
Production Nov. 133 131 117 
DureBle Goods .nie.cs.ciscsosscsnsesesesse Nov. 156 154 123 
Non-durable Goods Nov. 114 133 113 
Primary Distribution Nov. 139 140 118 
Distribution to Consumers .......... Nov. 91 91 101 
Miscellaneous Services ............ Nov. 131 129 107 
WHOLESALE PRICES (h) ........... | Dec. 101.2 100.1 93.8 


any general deterioration in corporate earnings. 





COST OF LIVING (d) 








* * * 





The Federal Reserve Board's index of Indus- 
trial production averaged about 180 last year, 
an increase of 15.4% over the 1941 average of 
156. Average this year is expected to be around 
211, or 17.2% above 1942. Despite this increase 
in production the Commerce Department expects 
that the volume of goods and services available 





this year for civilian consumption will be 11.3% 
less than last year and 17.2% below 1941. 




















Durable goods production this year will prob- 
ably be 76% larger than in 1941; but civilians 
will get only 14% of the products, contrasted 
with 27% last year and 73% in 1941. Output 
of nondurable goods this year promises to be 
3.6% smaller than last year and about on a 


level with 1941. The civilian's share is likely to 

















be only 62%, compared with 71% last year and 
91% in 1941. The middle class will be hit harder 
and harder by falling living standards; but 
organized labor and the farm bloc, refusing 
sacrifices which others are called upon to make, 
will fare better than ever. 

a 


War expenditures during December amount- 
ed to about $6.2 billion—a little less than in 
November, but more than three times the sum 
spent in the like month of 1941. 
for the 1942 calendar year came to around $52.6 
billion, against $14 billion in 1941. Total de- 
fense-war cost from mid-1940 through 1942 was 
approximately $78.5 billion. Our war bill this 
year is expected to be $90. 

* * * 


Total outlay 


Federal expenditures for the 1943-4 fiscal 
year are scheduled for something over $104 
billion, of which $97 billion is expected to be 
for war activities. This contrasts with a total of 
$80 billion for the current fiscal year (of which 
$74 will have been for war) and $7.3 billion 
for the pre-war year, 1938. On the basis of these 

















PUTIN etc okt Sasccacotcscstaees Nov, 100.3 99.7 91.9 
RDI sco oc scsi stosnonschassesucrnsscocesceabnnss Nov. 106.5 105.4 90.7 
Housing ... Nov. 90.8 90.8 89.2 
RPMB INES Fos asesr sce enous Nov. 88.5 86.5 78.3 
Fuel and Light Nov. 90.5 90.5 90.0 
SRMESIDE bscxis5 vai aoos<sasoasiesstenvbs toouos Nov. 106.2 105.4 101.2 
Purchasing Value of Dollar ........ Nov. 99.7 100.3 10.8 
NATIONAL INCOME (cm)t.......... Nov $10,394 10,576 8.111’ 
CASH FARM INCOMEt 
Farm Marketing ................0ssscsses. Nov. $1,765 1,962 1,210 
Including Gov't Payments ............ Nov. 1,826 2,015 1,278 
Prices Received by Farmers (ee) Dec. 181 168 144 
Prices Paid by Farmers (ee) Dec. 155 155 143 
gi aganmanaaliinan tee 114 108 101 
FACTORY EMPLOYMENT (f) . iis aks — 
ov. F : q 
ierdoay Geoks | M- 1212125 
FACTORY PAYROLLS (f)-.ccocoss my. wean 260.9 - 
RETAIL TRADE 
Retail Store Sales $7f.............:0000 Oct, $5,310 4,888 4,711 
Durable Goods (a)............eeeeeee Oct. 106.1 109.8 137.7 
Non-durable Goods (a)................ Oct. 174.0 168.4 141.6 
Chain Store Sales (g)..............00+ Nov. 187 18! 151 
Retail Prices (s) as of...........cc.0c0 Oct. 113.1 113.1 106.2 
FOREIGN TRADE 
Merchandise Exports} ................ Nov. $779 $768 $481 
Cumulative year's total} to........ Nov. 6,953 O36 7 
Merchandise Imports? ................ Nov. 183 30 
Cumulative Year's total} to........ Nov. 2,376 ooereeees 2,883 
RAILROAD EARNINGS 
Total Operating Revenues*.......... Nov. $690,108 745,584 457,011 
Total Operating Expenditures*....}| Nov. 406,389 416,430 335.614 
LOO EES TEE a Nov. 118,637 127,748 40.717 
Net Rwy. Operating Income’*.... Nov. 148,948 184,680 68.933 
Operating Ratio Yo... Nov. 58.59 55.85 73.44 
STEEL 
Ingot Production in tons*........... Dec. 7,303 7,185 7,150 
Year's Total Production*® to.......... Dec. 86,092 78,789 82.836 
Shipments, U. S. Steel in tons*... Dec. 1,849 1,665 1,846 
GENERAL 
Paperboard, new orders (st)............ Nov. 482,582 519,306 527,829 
Lumber Production} (bd. ft.).......... Nov. 2,394 2,805 2,572 
Cigaret Production} .............:e Nov. 20,477 23,076 17,141 
Bituminous Coal Production*(tons) | Dec. 48,400 47,350 48.694 
Portland Cement Shipments*(bbls.) | Nov. 14,627 20,345 13,724 
Commercial Failures (c)................ Nov. 585 673 842 


estimates, total Federal expenditures in the ten- 
year period from June 30, 1934, to June 30, 
1944, will have been $280 billion, resulting in an 
increase to $211 billion, from $29 billion, in the 
Federal debt. All but 28.6% of the decade's 
expenditures will thus have been met through 
taxes. Average interest rate on all Federal debt 
at the end of November was 2.1%, compared 
with 2.4% a year earlier and 4.2% when World 
War | debt was at its peak in August, 1939. Uncle 
Sam is thus still a long way from insolvency. 
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sii WEEKLY INDICATORS 
Latest Previous Prior 
Date Week Week Yeas PRESENT POSITION AND OUTLOOK 
K af I ns Age aaa Jan. 2 120.4 120.3 109.1 In consequence of large deficit spending, 
i Sata sii bank deposits rose $18 last year to the record 
——— ELECTRIC POWER OUTPUT bes of $99 billion. Deposits at the end of World 
ar | were only $37 billion; but may reach 
| MN UU casera Seasee se cetiacsxcncsandincee Jan. 9 3,952 3,779 3,472 $190 Allon hy tw end ot 190. Se lee 0 
Is of | TRANSPORTATION deposits continue to amount rapidly there is no 
over Carloadings, total 00.0... Jan. 9 716,272 621,048 736,972 danger that corporate profits will decline ma- 
cash ? MER ys os csc cets casas cacescebdedcatsscaseuteeeigoaeee Jan. 9 48,362 39,888 35,842 terially. 
pie | | Coal Jan. 9 156,806 133,850 166,184 “+ + 
worl i) | Casa | be?) | MM | | ere ee ee ee 
ring} fp ” BS mt Gee 85,471 ie eee | I ere ee Oe 
rtel = ian aemiaie ‘| Jan. 9 14,737 13,558 11.818 | 290% wholesale prices 7%; retail prices 5%; 
. : ONG ooo sr crchianc cau Pnat anatase Jan. 9 15,335 14,445 14.233 and living cost 8%, including an 18% rise in 
—— . Livestock Jan. 9 15,556 11,572 15,939 food and 12% rise in clothing. Total rise in living 
costs since August, 1939, has been 19%, with 
dus- | STEEL PRICES food up 39% and-clothing 23%. Average rise 
cor | | Bae Spe tr (mbnnmnnn] onze 224) 22412841 | nant thoughout the nation dv et 
eo Finished ¢ per Ib. (mm) -..csmcreensneen Dec. 28 2.305 2.305 2.305 | housing shortage in defense areas, has been only 
ound 5% during the war; while the advance in fuel 
ease STEEL OPERATIONS and light has been less than 8%. In weighing 
pects % of Capacity week ended (m)... in @ 99.0 99.5 96.5 these figures it should be noted that the stand- 
able ard indexes are based largely upon official ceil- 
EWA PETROLEUM ing prices. In numerous instances, as every 
941. ——. Daily eee ri v4 : Pere =, 4.229 housewife and many dealers with food whole- 
rob- rude Runs to Stills Avge. ‘".. an. 5 7 3.885 ; ; . 
ng Total Gasoline Stocks bbis.*... Jan. 9 84,245 84.420 97.010 os ae wae coe a oa 
Fue! Oil Stocks bbls.*.............:cc0ee. Jan. 9 72,559 72,88 | 93.651 ¥ OTHE REREETS Pee Ter CORper: 
sted but large quantities are sold, with O.P.A. con- 
tput ENGINEERING CONSTRUC- sent, at a considerably higher price. Inflation 
> be TION has already made greater headway than the in- 
nia Volume* (en) Jan. 14 $53,113 63,928 83,262 dexes reveal. 
y to 
and t— Millions. *—Thousands. (a)—Index Federal Reserve 1935-39—100. (b)—Federal Reserve Bank of N. Y, 100%—estimated 
rder long term trend. (c)—Dun & Bradstreet. (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. 
Git e)—Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (en)—Engineering News-Record. (f)-—1923-25—100. 
“ing b)—U. S. B. OL. S. 1926—100. ({)—Adjusted—1 929-31—100. (m)—Iron Age. (n)—1926—100. (n. i. ¢. b.)—Nat. Ind. Conf. Bd. 
aie. er (p)—Polk estimates. (pc)—Per Cent of capacity. (pl)—Preliminary. (s)—Fairchild Index, Dec., 1930—100. (st)—short 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
nese No. of ———1942-3 Indexes ——— (Nov. 14, 1936,Cl—100) High Low Jan. Jan. 16 
oe Issues (1925 Close—100) High Low Jan.9 Jan. 16 | 100 HIGH PRICED STOCKG...... 54.45 43.20 53.11 54.45B 
dey 273 COMBINED AVERAGE. ........ 59.2 41.4 57.4 59.2C 100 LOW PRICED STOCKG......... 49.72 31.66 47.91 49.72C 
fia 3 Agricultural Implements .......110.3 72.7 105.2 -—-110.3D | 3. Liquor (1932 Cl.—100).......... 207.1 137.5 197.1 207.18 
ace 9 Aircraft (1927 Cl.—100)....... 172.6 123.8 141.5 142.6 ee ean . 86.3 67.9 84.4 86.3B 
this 5 Air Lines (1934 Cl.—100)...... 383.1 178.4 370.3 376.5 2 AMIE OU... nsccecsessastsncosicocse (OREN 45.3 61.8 63.1 
S SAMUSOMBINS << ccacccseseesecicteneeiste 43.1 27.0 40.2 41.1 3 Meat Packing .........:-..::..:..0.-... 46.0 29.5 37.3 39.6 
12 Automobile Accessories ........ 91.0 70.4 87.6 91.0B 10 Metals, non-Ferrous ................ 131.7 100.0 113.0 119.0 
PS AUTOMOBNOS. seccsaccscsccccesescosssess 11.6 7.1 10.9 11.6C Be ORME ors exces chescces vacvsie’ WES 8.5 9.9 10.3 
scal 3 Baking (1926 Cl.—100) ....... 8.7 5.0 8.5 8.7B |S ee, 59.8 89.9 92.2D 
}104 3 Business Machines ............ 134.9 81.7 129.4 —«:134.9D | 18 Public Utilities oo... 27.2 13.7 = -27.2B.— 27.0 
be 2 Bus Lines (1926 Cl.—100)..... 65.3 38.2 61.3 65.3C 3 Radio (1927 Cl—100} ......... 13.6 5.9 13.4 13.6D 
| of SE GHOMIGAIS eesiccscstscetsssccsuccsecess 5 126.3 153.5 158.2B 7 Railroad Equipment ................ 37.9 28.6 33.9 35.1 
hich 13 Construction sssasssuseeee 16.4 24.2 -25IB_ | 17 Railroads: sssscsssesssnsneereeseen 11.0 7.6 102 105 
wa NI sciences 5 138.4 178.2 185.5B | 2 Shipbuilding... 120 = 80.0 85.7—s«87.3 
hese 8 Copper & Brass... ; 58.6 65.1 68.7 CS | Re em 206.6 1180 198.0 201.6 
end 2 Dairy Products ..ccsssssssssssssssse 255 30.8  31.5C | 12 Steel & Iron ........ im tne Oo. 2 
30, 6 Department Stores ....cccsse- 124 163 16.68 | eee ee ee eee 
Bing 5 Drugs & Toilet Articles............ 37.1 52.9 53.6C AER ee meee 182.8 137.5 180.6 182.0 
the 2 Finance Companies ............... 4 99.5 158.0 152.6 _3 Telephone & Telegraph .......... 70.3 30.6 69.0 70.3F 
de's Bi Race Brands foc sssecctsssessisseresecease - 60.6 92.6 94.7C Sr GMTNOG scot cecsdecetscdviussvastacs . 36.3 24.4 34.6 36.3B 
oe Dee DIN soit nse. 32.2 37.9 39.1 3 Tires & Rubber ........cccccn 17.0 79 165 17.0 
lebt OT: 23.7 36.4 BTIB | 4 Tobacco oocceccssssecsssssseceesesnes 57.0 40.7 553 57.08 
red 3 Gold Mining ......csssssssssssesesseeess y 315.4 613.5 674.48 2 Variety Stores .......cccceccseeees 196.0 147.7 190.3 196.0B 
5 6 Investment Trusts ..........0+..::+ t 13.8 23.0 23.9C | 20 Unclassified (1941 Cl.—100).. 144.7 90.8 139.9  144.7B 
ncle 
y- New HIGHS since: B—1I941; C—1940; D—1939; E—1938; F— 1937. 
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The trend in commodity futures markets experienced three 
phases in the past two weeks. In the earlier part of the 
period prices continued to rise gradually, entering the new 
year at war-time highs. On January 7 the Dow-Jones Com- 
modity Futures Index moved to the highest level reached 
since its inauguration on October 3, 1933, closing at 89.16. 
This was followed by a severe jolt in the form of a sharp 
decline in prices on January 12, when the OPA announced 
the imposition of corn price ceilings. This sent corn prices 
down. Other grains and cotton also reacted to lower price 


Trend of Commodities 


levels. For several days afterward cautiousness was evident 
in futures trading for all commodities. The third phase took 
place at the close of last week when consumers reentered 
the markets on the buying side. The decline was halted and 
prices moved slightly upward. A continuance of this trend 
is expected, due largely to a growing belief among traders, 
and buyers that as result of the farm organization working 
with the Congressional farm bloc a legislative program cen- 
tered on a parity revision to boost agricultural prices will 
ultimately be passed. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1929, equal 100 














a Jan. 14 Jan.7 Jan.14 Jan. 7 
28 Basic C dities. 173.5 173.6 Domestic Agricultural ............ = 198.1 198.5 
Import Commodities .............-....- 164.1 163.8 Foodstuffs 197.7 198.4 
Domestic Commodities ............... 179.9 180.2) Raw Industrial . ..................0-0000 157.2 156.9 
Commodity Briefs 
Corn. In a swift and surprising move the O.P.A. on January rationing system. Many coffee roasters have already begun to 


12, drew a temporary ceiling over prices of all corn generally 
at the highest levels reached on January ||. The order became 
effective January 13, and will extend for 60 days. They will 
then be replaced by a permanent regulation of approximately 
the same terms. Affected by the ruling which was ordered by 
Economic Stabilization Director Byrnes, and approved by Sec- 
retary of Agriculture Wickard are corn prices on all exchanges 
and in every cash and local market in the country. The Gov- 
ernment's explanation of its action is that a corn ceiling price 
is necessary to preserve unimpaired the hog-corn ratio to en- 
courage heavy feeding of livestock and poultry. 


Coffee. Despite rationing an acute shortage of coffee sup- 
plies available to roasters is developing. Imports have declined 
sharply in recent weeks—notably after the launching of the 
North African campaign with its demand on available shipping. 
This has been particularly noticeable in the movement of coffee 
out of Brazil to the United States during January. Afloats to 
date from that country total 414,000 bags against upward of 
900,000 bags in December. The visible supply of coffee in this 
country is now estimated by the New York Coffee & Sugar 
Exchange at 883,000 bags, campared with a normal annual 
consumption of 14 million bags, or enough to last about 30 
days under ordinary conditions, and 45 days under the present 





refuse further orders from grocers and are unable to honor Ra- 
tion Stamp 27 when presented by retailers seeking further supplies. 


Wool. Consumption of raw wool during November amounted 
to 11,101,000 pounds, scoured basis, compared with 11,275,000 
pounds in October and 10,191,000 pounds in November, 1941, 
according to the Department of Commerce. Imports of wool 
during 1942 were far the largest in the history of the Ameri- 
can wool industry according to a report issued by New York 
Wool Associates, on the basis of actual fiqures for the first 
nine months of the year. The total for this period was 585,- 
237,000 greasy pounds, equivalent to 362,578,000 scoured 
pounds. In comparison stocks of apparel foreian wools in the 
United States on Jan. |, 1942, totaled about 73,953,000 scoured 
pounds. 


Copper. Scrap drives and continuous salvage programs of 
the electric utility companies in 1942 netted 24 million pounds 
of copper for the nation's war needs, together with large quan- 
tities of aluminum, brass, iron, steel, lead, zinc, rubber and other 
scarce and urgently needed material, according to an Edison 
Electric Institute report. The amount of copper turned over to 
the scrap dealers and mills represented approximately 10 per 
cent of the normal copper requirements of the electric industry, 
which is the largest user in peace time of the now precious metal. 
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The Personal Service Department of THe Macazine or Watt Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability of 
your broker, This service in conjunction with your subscription should represent 
thousands of dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 


3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





May Department Stores 


What effect has the war had on May 
Department Stores? Has influx of popu- 
lation to defense areas affected this com- 
pany? In recent years, I understand that 
earnings have been steady, am I correct, 
if so, does the $3 dividend rate look 
secure? Would you advise me to retain 
my holdings of 300 shares, purchased at 
367—J. J. N., Greenwich, Conn. 


May Dept. Stores common 
stock, yields about 7.8% on the 
basis of its $3 dividend rate. The 
stock has made a substantial re- 
covery to about 38, from a 1942 
spring low of 31. May Depart- 
ment Stores operates six large 
modern department stores and 
one branch. Excluding the mail 
order houses, the May chain 
ranks fourth in the industry, in 
point of sales. The Famous-Barr 
store at St. Louis is the largest, 
with the May stores at Cleveland 
and Los Angeles only slightly 
smaller. The M. O’Neil Co. in 
Akron and the May stores in Bal- 
timore and Denver are not as 
large, but each store handles a 
full line of medium and higher- 
priced quality goods. The branch 
store in Los Angeles, costing 
about $2,000,000, was opened in 
September, 1939. Most of store 
properties are owned. Operating 
management largely centers in 
individual stores, with the main 
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office directing financial and gen- 
eral policies. Each store has its 
own buyers, but most of purchas- 
ing is done by or through the 
New York office, in order to take 
advantage of economies of large- 
scale buying. Inventory and 
credit policies are conservative. 

Several of the stores are lo- 
cated in industrial centers which 
have been stimulated by the war 
effort, therefore demand _pros- 
pects for some time ahead remain 
bright. Some narrowing of profit 
margins is likely, as inventory re- 
placement costs are higher and 
selling prices are held down by 
ceilings. Decrease, however, is 
likely to be moderate, as mark- 
downs will be less than usual. 
Without a doubt, expenses will 
also be reduced. Earnings of the 
stock have been very steady for 
the past eight years, and finances 
have been consistently strong and 
liquid. Receivables, representing 
only 34% of current assets at the 
end of 1941, were conservative 
and bad debt reserves of 7% were 
ample. Early in 1942, $3,500,- 
000 was borrowed to pay off a 
$600,000 loan, and for inventory 
purposes. 

Earnings for the fiscal year to 
end in January 1943, are esti- 
mated at $3 per share. Therefore, 
the $3 dividend rate cannot be 


considered safe, but even if rate 
is lowered to $2.50, yield would 
be about 614%. It is our opinion, 
that this stock should be held for 
its liberal yield and for the favor- 
able longer term outlook. 


National Tea Co. 


During the latter part of 1940, I pur- 
chased 100 shares of National Tea Co. 
common stock at $4 per share. Since that 
time I have been undecided whether it 
would be best for me to take a loss on 
this stock, or hold for further price ap- 
preciation, as I understand that the com- 
pany has a high excess profits tax exemp- 
tion. Is this correct? Have war-time 
restrictions and shortages had any effect on 
earnings? Should I hold or sell my cur- 
rent holdings?—B. W., Miami, Fla. 


Imposition of price ceilings 
and shortages on retail food prod- 
ucts, due to war-time restrictions 
has stalemated progress of Na- 
tional Tea Co. This concern op- 
erates a chain of 955 retail food 


stores, compared with 1,046 
stores operated a year ago. 


Nearly one-half of stores now be- 
ing operated, are combination 
markets, including meat depart- 
ments. ‘Two-thirds of these stores 
are in the Chicago area, others in 
Minnesota, Wisconsin and Iowa. 
Increasing number of stores are 
self-service. National Tea owns 
168 of its store properties, in ad- 
dition to warehouses, garages and 
factory properties. It is the in- 
tention of the company to dispose 
of store properties as opportuni- 
ties arise. The remaining stores 
are leased: 57% run for one year 
or less; 16% one to three years ; 
7% three to five years; and 4% 
in excess of five years. Bakeries 
are owned and operated in Chi- 
cago, Minneapolis and Milwau- 
kee. A large gain in volume per- 
mitted National Tea to show sales 
amounting to $83,262,614 for the 
48 weeks ended Dec. 5, 1942, 
compared to $64,795,004 for the 
(Please turn to page 438) 
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The Magazine of Wall Street's 


Common Stock Price Index 


Seventeenth Annual Revision 


- ENTERING upon the eighteenth year of THE 
MaGazinE oF Watt Strreet’s Common Stock Price 
Index we continue our annual custom of presenting 
for the many students of this Index a brief review 
of the principles upon which it is constructed and 
the changes embodied in the current year’s revision. 

Based upon weekly closing prices of the most ac- 
tive common stocks listed on the New York Stock 


Exchange, the Index is designed to record the 
broader price movements in the more important in- 
dustrial group averages and in the market as a 
whole, thereby presenting a complete picture of the 
market in its intermediate and long term swings. 
The Combined Average of all component issues, 
and most of the group indexes, are expressed in 


percentages of 1925 
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Group Swings in Three Eras 


(1925 Close—100, unless otherwise indicated) 





























































































1926-32 1933-39 1940-42 1939 1941 1942 

Group High Low High Low High Low Ag. 26W Dec. 6P Close 
COMBINED AVERAGE 173.1 17.5 122.0 22.7 67.1 41.4 55.9 49.2 54.5 
Agricultural Impl nts 655.5 17.9 253.3 26.8 105.4 63.6 82.3 83.3 105.4 
Aircraft (1927 Cl.—100) ............ 307.1 16.2 257.7 40.0 237.9 123.8 122.1 181.0 131.8 
Air Lines (1934 Cl.—100) .2....0....  ceccoee senees 409.1 56.8 383.1 178.4 165.2 244.2 376.3 
4 it: 272.0 11.4 72.6 7.3 43.1 15.8 32.0 31.6 41.5 
Automobile A ies 212.6 10.7. 146.6 12.4 98.8 65.5 67.0 77.8 83.0 
|). (ene 134.9 5.8 30.1 6.8 12.0 6.8 8.9 8.2 w7 
Baking (1926 Cl.—100) . 100.0 4.8 28.5 5.1 12.3 4.8 12.7 6.1 8.6 
Business Machines ............... ... 385.8 29.6 308.6 39.8 131.4 75.1 123.7 97.7. 131.4 
Bus Lines (1926 Cl.—100).......... 168.0 11.3) 129.2 13.2 91.9 36.2 89.3 47.3 54.9 
Chemical: : 363.9 53.6 247.7 71.5 174.1. 120.5 133.0 154.2 155.0 
Construction F 9.9 88.3 11.3 33.6 16.4 28.6 19.7 23.3 
Containers 51.0 361.0 92.9 251.1 138.4 192.6 167.4 177.1 
Copper & Brass ........cccccccccccccscccee 14.9 217.3 20.3 103.6 58.6 84.4 68.0 63.6 
Dairy Products ........ 28.3 57.8 21.8 33.6 24.7 29.2 27.6 29.7 
Department Stores .. 4.5 42.7 6.6 23.2 12.4 18.8 18.9 15.4 
Drugs & Toilet Articles 35.1 108.8 40.1 58.4 31.1 43.0 44.5 50.9 
Finance Companies 23.7. 441.1 33.2 272.1 99.5 255.8 135.3 162.7 
Food Brands 28.3 103.3 32.6 117.8 60.6 96.0 81.3 85.5 
Food Stores 33.9 77.5 20.5 56.1 32.2 44.4 44.6 38.1 
Furniture 13.7 ‘%22.3 11.5 56.9 23.1 55.0 30.8 35.0 
Gold Mining 86.6 1372.0 481.2 968.7 315.4 1143.8 444.1 610.3 
Investment Trusts 9.5 58.6 14.5 24.5 13.8 21.5 16.6 22.7 
eS |”) ee ee ee 360.0 85.0 200.7. 109.1 134.5 167.3 199.1 
Machinery 298.5 28.7 209.8 35.6 116.2 67.9 93.5 85.0 82.6 
Mail Order 3 7.7. 107.4 13.5 94.9 45.2 83.8 61.1 62.5 
Meat Packing ......... " 15.6 120.3 21.9 70. 29.5 41.7 39.0 34.9 
Metals, non-Ferrous .. : 19.3 334.1 30.1 159.0 96.9 128.7 104.3 106.8 
Paper ° 1.6 26.5 1.6 19.4 8.5 8.6 11.8 9.0 
Petroleum J 21.6 158.8 29.3 86.9 59.8 75.1 83.5 86.9 
Public Utilities is 37.1 114.9 23.0 57.6 13.7 55.4 17.9 23.2 
Radio (1927 Cl. ‘ 6.2 35.4 6.7 12.9 5.4 11.4 6.5 12.1 
Railroad Equip : 12.0 112.9 17.7 53.2 28.6 377 36,3 32.1 
Railroads A 10.4 63.0 10.9 13.6 7.0 11.2 8.8 9.8 
Realty ; 2.1 28.5 2.1 2.9 ac2 2.6 1.8 1.4 
OO ES ae 4.1 87.6 6.2 129.7 73.5 51.7. 104.9 83.4 
Soft Drinks x 56.0 387.7 64.9 278.6 118.0 225.8 183.3 197.8 
Steel & Iron . 11.7 165.6 19.1 91.8 53.1 66.5 62.0 57.6 
Sugar . 3.8 45.3 7.3 40.1 17.3 15.7 36.0 32.2 
Sulphur 5 53.9 216.5 79.3 194.3 135.4 118.5 172.9 180.2 
Telephone & Telegraph.................. 252.3 21.0 97.4 28.1 68.8 29.5 45.5 38.5 67.0 
Textiles 128.5 16.1 91.8 22.5 57.3 24.4 38.2 35.7 33.7 
WUE Oe OE aannccticescescosonsnesess 114.3 2.5 29.2 3.0 17.0 7.9 15.1 13.2 16.8 
Tob 195.0 40.8 101.8 46.2 90.2 40.7 82.7 55.5 52.2 
Variety 138.8 23.3 369.2 23.3 248.3 147.7. 212.7. 197.1 182.4 
100 HIGH PRICED STOCKS*® 2.0... ee eee 107.97 48.09 68.30 43.20 59.91 53.41 52.87 
100 LOW PRICED STOCKS® 000. cscs cence 136.47 41.29 58.80 31.66 48.23 39.34 43.61 





w—Eight days before England and France declared war on Germany. 


*—-(Nov. 14, 1936, Close—100): High-Low records go back only to Nov. 14, 


P—Day before Pearl Harbor. 


1936. 
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closing prices; but in a few 
instances, such as “liquor” 
and “Air Lines,” a later year 
has been taken as the base, 
since stocks representative of 
the group were not listed prior 
to such year. The “Unclassi- 
fied” group, made up of issues 
which could not be assigned 
logically to any of the stand- 
ard industrial groups, is 
based each year upon closing 
prices of the preceding year 
and not linked back to 1925 
closing prices; since it would 
be misleading to impose a 
semblance of secular con- 
tinuity upon a group the com- 
position of which may change 
importantly from one year to 
another. 


Indexes of both the 100 
Hicu, and the 100 Low, 
Pricep Stocxs are_ based 
upon November 14, 1936, 
closing prices; since the Com- 
bined Average also stood at 
approximately 100 on that 
date. Each year the 100 High 
Priced Stocks are the hun- 
dred within our list which 
ended the preceding year at 
the highest prices. Similarly, 
the 100 Low Priced Stocks 
are the hundred within our 
list which ended the preceding 
year at the lowest prices— 
exclusive of stocks then priced 
at less than a dollar a 
share (the so-called “penny 
stocks”). This year the 100 
PRICED STOCKS are based 
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which closed 1942 above 20, while 
the 100 Low Priced Stocks closed 
last year at prices ranging from 
1 to 9%, inclusive. 


All stocks, regardless of size of 
the issuing company, are accorded 
equal weight in the Index on the 
grounds that a profit or loss on 
a stock of which only 100,000 
shares are outstanding means 
just as much to an individual 
trader or investor as when there 
are 10,000,000 shares outstand- 
ing. 

It will be recalled that judg- 
ment plays no part in selecting 
the issues to be included in our 
Weekly Price Index. Decision is 
left entirely to the trading and 
investing public, under a purely 
mechanical volume rule. In for- 
mer years, new stocks were added 
when transactions during the pre- 
ceding year exceeded 500,000 
shares and old_ stocks were 
dropped when volume dropped 
below 100,000 shares. Experience 
has taught, however, that fixed 
volume limits may cause too vio- 
lent expansion or contraction 
from one year to another in the 
number of component issues. To 
ensure better continuity from now 
on we shall follow a more flexible 
volume rule, based upon percent- 
ages rather than fixed numbers of 
shares: common stocks in which 
reported transactions amounted 
to more than 1/5 of 1% of total 
reported share volume for the pre- 
ceding year will be added to the 
list automatically at the time of 
our annual revision. Stocks will 
be dropped from the list when the 
previous year’s transactions fell 
below 1/25 of 1% of total re- 
ported volume for all stocks (com- 
mon and preferred); when they 
closed last year at less than 25 
cents a share; or when the com- 
panies have gone, or are about to 
go, out of business or have been 
absorbed by other companies. 


Under the foregoing rules, five 
issues with volume below 50,000 
shares have been dropped this 
year, and eight with volume above 
250,000 shares added; so that the 
1943 Index is composed of 273 
stocks (tabulated on opposite 
page), against 270 last year. 
Once included in the list, a stock 
is carried along for the entire 


(Please turn to page 444) 


JANUARY 23, 1943 





THE MAGAZINE OF WALL STREET'S 


COMMON STOCK PRICE INDEX 


1943 Grouping of the 273 Component Issues 


3—AGRICULTURAL 
IMPLEMENTS 
Deere 
Harvester 
Oliver 


9—AIRCRAFT 


Aviation 

Boeing 

Cons. Aircraft 
Curtiss-Wright 
Douglas 
Lockheed 
Martin 

N. Am. Aviation 
United Aircraft 


5—AIR LINES 
Am. Airlines 
Eastern Airlines 
Pan Am. Airways 
Trans. & Western 
United Air’ Lines 


5—AMUSEMENTS 
Loew's 
Paramount 
R. K. O. 
20th Century 
Warner Pictures 


12—AUTOMOBILE 
ACCESSORIES 


Bendix 
i 

riggs 
Budd Mfg. 
Budd Wheel 
Cont. Motors 
Elec. Auto-Lite 
Hays Mfg. 
Houd.-Hershey ‘''B"' 
Murray 
Stewart-Warner 
Timken-Detroit 


13—AUTOMOBILES 
Chrysler 
General 
Graham-Paige 
Hudson 


Reo 
Studebaker 
White 

Willys 
Yellow Truck 


3—BAKING 
Cont. Baking 
Gen. Baking 
Purity 


3—BUSINESS 
MACHINES 
Burroughs 
Nat. Cash Register 
Remington-Rand 


2—BUS LINES 


Greyhound 
Ominbus 


5—CHEMICALS 
Allied Chemical 
Com. Solvents 
du Pont 
Union Carbide 
U. S. Indus. Alcohol 


13—CONSTRUCTION 
Am. Radiator 
Barber Asphalt 
Bucyrus-Erie 
Crane 
Flintkote 
Johns-Manville 
Lone Star Cement 
Nat. Gypsum 
Nat. Supply 





Otis Elevator 
Pittsburgh Screw 
U. S. Pipe 
Walworth 


5—CONTAINERS 
Am. Can 
Container Corp. 
Cont. Can 
Crown Cork 
Owens-lll. 


8—COPPER & BRASS 
Anaconda 
Bridgeport Brass 
Calumet & Hecla 
Cons. Coppermines 
Inspiration 
Kennecott 
Miami 
Phelps-Dodge 


2—DAIRY PRODUCTS 


Borden 
Nat. Dairy 


6—DEPARTMENT 
STORES 

Allied Stores 
Asso. Dry Goods 
Gimbel Bros. 
Macy 
Marshall Field 
Penney 


5—DRUGS & TOILET 
ARTICLES 

Colgate 

Gillette 

Sharpe & Dohme 

United Drug 

Zonite 


2—FINANCE COS. 


Com. Credit 
Com. Invest. Trust 


¢—FOOD BRANDS 
Best Foods 
Corn Products 
Gen. Foods 
Libby McNeill 
Nat. Biscuit 
Stand. Brands 


2—FOOD STORES 


Kroger 
Safeway 


4—FURNITURE 
Congoleum 
Servel 
Simmons 
Spiegel 


3—GOLD MINING 
Alaska 


Dome 
Homestake 


6—INVESTMENT 
TRUSTS 

Adams Express 
Am. International 
Atlas Corp. 
Lehman 
Transmerica 
Tri-Continental 


3—LIQUOR 
Distillers-Seagram 
Nat. Distillers 
Schenley 


8—MACHINERY 
Allis-Chalmers 
Am. Mach. & Fdry. 
Caterpillar 
Foster Wheeler 
Gen. Electric 
Timken Roller Bearing 





Westinghouse Mfg. 
Worthington Pump 


2—MAIL ORDER 


Montgomery Ward 
Sears, Roebuck 


3—MEAT PACKING 


Armour, Ill. 
Swift & Co. 
Wilson 


10—METALS, NON- 
FERROUS 


Am. Smelt. & Ref. 
Am. Zinc, Lead 
Callahan Zinc 
Cerro de Pasco 
Internat. Nickel 
Nat. Lead 

Park Utah 

Patino Mines 

St. Joseph Lead 
Vanadium 


3—PAPER 


Crown Zellerbach 
Internat. Paper 
Union Bag 


21—PETROLEUM 


Atlantic Ref. 
Barnsdall 
Cons. Oil 
Cont. Oil 
Houston Oil 
Mid-Cont. Pet. 
Ohio 


Richfield 

Shell Union 
Socony 

S. O., Calif. 

S. O., Indiana 
Ss. 6, N.. J. 
Superior Oi 
Texas Co. 
Texas Gulf Producin 
Texas Pacific C. 
Tide-Assoc. Oil 
Union Oil 


18—PUBLIC UTILITIES 


Am. & For. Pr. 

Am. Pr. & Lt. 

Am. Water Wks. 
Columbia G. & E. 
Com. Edison 

Cons. Edison 

Detroit Edison 

Elec. Pr. & Lt. 
Engineers Pub. Serv. 
Gen. Gas & Elec.,""A"’ 
Int. Hyd. Elec., "'A"' 
Nat. Pr. & Lt. 

North American 

Pac. G. & E. 

Public Service, N. J. 
So. Calif. Edison 
Stone & Webster 
United Gas Imp. 


3—RADIO 
Radio Corp. 
Sparks-Withington 
‘enith 


7—RAILROAD 
EQUIPMENT 
Am. Car & Fdry. 
Am. Locomotive 
Am. Stl. Fndries 
Baldwin 
Pressed Stl. Car 
Pullman 
WestinghouseAirBrake 


17—RAILROADS 


Atchison 
Atlantic Coast 
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Erie 
Great Northern, Pfd. 
Illinois Central 
Lehigh Valley 

N. Y. Central 
Northern Pacific 
Pennsylvania 
Southern Pacific 
Southern Railway 
Union Pacific 


2—SHIPBUILDING 


Electric Boat 
N. Y. Shipbuilding 


3—SOFT DRINKS 
Canada Dry 
Coca-Cola 
Pepsi-Cola 


12—STEEL & IRON 
Allegheny-Ludlum 
Am. Rolling Mill 
Bethlehem Steel 
Blaw-Knox 
Crucible 
Great Northern Ore 
Interlake 


Youngstown $.&T. 


2—SUGAR 


Am. Crystal 
Cuban-American 


2—SULPHUR 


Freeport 
Texas Gulf 


3—TELEPHONE & 
TELEGRAPH 


Am. Tel. & Tel. 
Int'l Tel. & Tel. 
Western Union 


3—TEXTILES 


Am. Viscose 
Am. Woolen 
Celanese 


3—TIRES & RUBBER 


Goodrich 
Goodyear 
U. S. Rubber 


4—TOBACCO 
Am. Tobacco, *'B"' 
Liggett & Myers, ‘'B"’ 
Lorillard 
Reynolds Tob., "'B'' 


2—VARIETY STORES 


Kresge (S. S.) 
Woolworth 


20—UNCLASSIFIED 
Am. Type Founders 
B. M. T. 


Cont. Insurance 
Curtis Publishing 
Eastman Kodak 

Gen. Realty 

Glidden 

Inter. Merc. Marine 
Libbey-Owens 
Marine-Midland 
Martin-Parry 
Newport Industries 
Proctor & Gamble 
Savage Arms 
Shattuck (F. G.) 

So. Am. Gold & Plat. 
Sperry 

Tex. Pac. Land Trust 
United Fruit 

U.S. Realty 
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Answers to Inquiries 





(Continued from page 435) 


same period in the preceding 
year. For the 10 months ending 
October 1942, stock showed a defi- 
cit of 9 cents per share as com- 
pared with a deficit of 5 cents in 
the previous year. Operating 
costs during 1942 were much 
higher. National Tea has a rela- 
tively high excess profits tax ex- 
emption, estimated at approxi- 
mately 72 cents per share. Since 
earnings for the past two years 
have averaged a little less than 50 
cents a share, this tax exemption 
is considered very favorable. 
Working capital of the company 
has been strengthened in the past 
several years and at the 1941 
year-end was adequate. Conse- 
quently, it is our belief that while 
modest commitments may be held 
temporarily, there are other situ- 
ations in our current issues of 
Tue Macazine or WALL STREET 
where funds may be more gain- 
fully employed. 


Yale & Towne 


Several months ago I purchased 100 
shares of Yale & Towne at 1914. Although 
the stock has gone up, I notice earnings 
have declined. To what degree has com- 
pany’s lost income from foreign business 
been replaced by increased domestic or- 
ders? Might scarcity of raw materials 
necessitate curtailed production on non- 
defense orders? What are the current 
prospects for this stock?—E. R. P., Jack- 
son Heights, New York. 


For the 9 months ended Sept. 
9, 1942, Yale & Towne Manufac- 
turing Co. stock earned $1.74 per 
share, compared with $2.25 per 
share, for the same period in the 
preceding year. 

Normally this company is best 
known for its internationally ac- 
cepted Yale lock, as well as man- 
ufacturing a wide line of builder’s 
hardware, being the second larg- 
est domestic manufacturer. It 
also produces a wide list of in- 
dustrial products such as: chain 
blocks, electric trucks, padlocks, 
auto locks and rotary pumps. 
The principal domestic plant is 
in Connecticut, other plants are 
operated in the East and the 
Middle West. Operations are also 
conducted in England and, be- 
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fore the war, in Germany. Prior 
to the outbreak of war, these 
units contributed as much as one- 
fourth of total sales and an even 
higher proportion of profits. Net 
current assets of the English and 
Canadian plants were over a mil- 
lion and a quarter dollars at year 
end of 1941. No allowances were 
made for German assets. 

Since the use of brass, (which 
is primarily used by Yale & 
Towne), has been prohibited and 
substitutes must be used, higher 
costs therefore must accompany 
plant adjustments. A W.P.B. or- 
der,-effective Jan. 15, 1943, re- 
ducing builders lines from 27,000 
to 3,500 items, will adversely af- 
fect volume in normal lines. How- 
ever, war orders, plus well sus- 
tained demand for materials 
handling equipment, should hold 
volume of business at high levels 
at least through the middle of 
1943. It is our Opinion, consider- 
ing all of these obstacles, that 
operating income will decline fur- 
ther, with higher operating costs, 
plus higher taxes, therefore this 
stock has only moderate appreci- 
ation possibilities. We expect con- 
servative dividend payments will 
be maintained. 





The Future of Air Transport 





(Continued from page 410) 


only 3/10 of 1 per cent of the 
value per pound, and hence feas- 
ible. As another example, if an 
entire plant were closed for lack 
of an electric motor, high cost of 
its quick acquisition by air trans- 
port would be justified. 

At the present stage of avia- 
tion’s development—and at any 
probable stage of the next five 
years—it is the passenger carry- 
ing cost that is most closely com- 
parable to cost of surface trans- 
port; and it is for this basic 
reason that within the foreseeable 
future it will be passenger busi- 
ness, rather than freight, on which 
air transport will “go to town.” 
Indeed, in discussing air cargo, it 
would be more accurate to call it 
specialized “express” rather than 
“freight.” Undoubtedly such mis- 
cellaneous express, which hereto- 
fore has constituted less than one- 
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twentieth of total air line revenues, 
will expand in future to very 
much greater importance. 
Obviously, this is one industry 
in which past and present finan- 
cial statistics could serve no useful 
purpose in our appraisal. Because 
of skyrocket growth, earnings 


even of fairly recent years can not | 
be taken as anything except past [7 
history, while at the present time | 
war traffic—with costs unimpor- [ 
) of p 
and 
| dom 
| 849 


tant—distorts the underlying pic- 
ture. 

Of the leading systems, only 
American Air Lines and Pan- 
American are periodic dividend 
payers, and yield at present 
prices is quite modest. It seems 
probable that, for this year and 
next at least, the market popular- 
ity of the air line group will be 
maintained. Therefore, as a spec- 
ulation on quoted prices—rather 
than an investment in calculable 
values—these issues can be con- 
sidered attractive when and if 
available on a substantial reaction 
from early 1942 highs, part of 
which reaction already seems in 
progress in the group. Of the lot, 
our speculative preference is for 
American Air Lines, Eastern Air 
Lines and Pan-American. 


s 





Another Look At. . . 





(Continued from page 429) 


March 31, 1942, the company 
owned 50,000 shares of National 
Distillers Products common, and 
15,420 shares of Air Reduction. 
The latter company, in turn, 
holds 99,800 shares of U. S. In- 
dustrial Alcohol. Dividends were 
resumed in 1941, with payments 
of $1.25 per share, after a four- 
year lapse. Disbursements last 
year totaled $2.00, while payment 
of $0.50 per share is scheduled for 
Feb. 1, 1943. 

Although sales will continue 
large, little improvement in net 
profits is foreseen over the coming 
year. Keen competition in the 
alcohol division will probably en- 
sue in the post-war period, but an 
offsetting factor should be fur- 
nished by the increasing im- 
portance of the company’s chem- 
ical items as revenue sources. 
Owing to the unpromising near- 
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term outlook, purchases should be 
deferred pending establishment of 
more attractive buying levels. 


Youngstown Sheet & Tube Co. 


Promotion of flat rolled steel 
products, in order to provide 
more diversification of trade out- 
lets, has been attended with con- 
siderable success over the past 
seven years. Nevertheless, output 
of pipe, sold chiefly to the oil, gas 
and construction industries, is still 
dominant, accounting for about 
34% of finishing capacity, com- 


| pared with about 31% in the case 
| of the sheet division. 
| lines, in order of their importance, 
' are tin plate for container pur- 
| poses, bars and shapes for con- 


The other 


struction work, and wire prod- 
ucts, utilized on the farm as well 
as in industry. The company 
ranks sixth among the nation’s 
steel-makers, with about  two- 
thirds of its 3,494,400 tons of in- 
got capacity being at its two 
Youngstown, Ohio, plants and the 
remainder at the Chicago mills. 
Long-term debt, as of Dec. 31, 
1941, aggregated $74,796,000. 
Capital stock consisted of 150,000 
shares of $5.50 preferred stock of 
$100 par value, callable at 105, 
and 1,675,008 shares of no-par 
common. A strong financial posi- 
tion was revealed by the balance 
sheet as of that date, with current 
assets of $111,152,000, including 
cash and Government obligations 
of $42,674,000 compared with 
current liabilities of $23,055,500. 
Including a payment of $0.50 on 
Dec. 15, dividends on the common 
totaled $2.50 per share in 1942, 
as against $3.00 per share in 1941 
and $1.25 in 1940. Higher costs 
and taxes in the first nine months 
of 1942 checked the three-year re- 
covery in earning power, with net 
income falling to $4.01 per share 
of common from $7.06 in the 
similar period of 1941. 
Operations will continue at 
high levels, of course, for the 
duration, but the company will 
face increasing competition in the 
pipe division in later years. Of 
favorable import, however, is the 
growing importance of the other 
manufacturing divisions. Indica- 
tions are that the prevailing $0.50 
dividend basis for the common 
will be maintained, and on this 


ket prices. 





For Profit and Income 





(Continued from page 427) 
Utilities Perk Up 


The utility share index during 
the past two weeks has recorded 
a new high, acting better than 
either the industrials or the rails. 

Fundamentally, utilities prob- 
ably are cheaper than most other 
stock classifications ; and of course 
they are “peace” stocks. We con- 
tinue to think that those who buy 


stocks like CoMMONWEALTH & 
SOUTHERN PREFERRED, NortTH 
AMERICAN COMPANY common, 


Unirep Gas ImpRovVEMENT and 
NracarA Hvupson PREFERRED, 
and hold them patiently, probably 
will make money. We would coun- 
sel against expecting too quick 
results, however. 


So We Hear— 


This column’s favorite stock, 
for growth and income, is BoHN 
ALUMINUM & Brass, an issue to 
which the magazine has given 
much attention in late months. As 
a jobbing fabricator of aluminum 
and magnesium the company 
should profit rather than lose 
from a huge oversupply of these 
two metals in the years imme- 
diately after the war .. . InTER- 
NATIONAL PAPER common and 
preferred, mentioned in the last 
issue, are being bought quietly by 
those who realize how great prog- 
ress the management is making in 
rebuilding the company on a 
sounder operating and financial 
basis; the preferred dividend ap- 
pears in no immediate doubt, and 
some directors, it is said, would 
not be averse to a small payment 
on the common . . . AMERICAN 
Type Founvers is being favored 
as a cheap stock; earnings for the 
year to end March 31, 1943 are 
estimated at $2.50 a share or bet- 
ter, against a current price of 
around 7... The effect of string- 
ent gasoline rationing on movie 
company earnings probably is be- 
ing exaggerated; summer at- 





basis the attractive yield of about 
614% is provided at current mar- 


tendance is likely to be increased 
. . . Some of the gasoline refining 
and marketing companies, how- 
ever, probably are doing much 
worse than current prices for 
their shares would suggest .. . 
Perhaps one reason the so-called 
steady earner stocks are offering 
such high yields is fear of an in” 
crease in the normal tax plus sur- 
tax; most Washington observers 
are looking for an attempt to put 
the effective normal tax from 
40% to 45% or 50%. 





Outlook for Motor Trans- 
port, Water Carriers 
and Pipe Lines 





(Continued from page 411) 


both trans-ocean and coastal— 
with air lines the biggest relative 
gainer in passenger transport. 
But the benefits of any pros- 
perity period tend to be per- 
vasive, stimulating all forms of 


transportation. 
Every present form of trans- 
portation “feeds” some other 


form of transport; and on the 
service end—though much less so 
in ownership — there is a strong 
trend toward integration. Rail 
services are increasingly inte- 
grated with truck, bus, air line 
and water shipping services and 
vice versa. Many railroads are in 
the trucking and bus business, to 
the extent permitted by the regu- 
latory agencies. For instance, 
Greyhound Corporation shares 
half-ownership of the Pennsyl- 
vania Greyhound bus system with 
the Pennsylvania Railroad. As 
an example of things to come, 
Britain’s Cunard interests are 
definitely going into the air trans- 
port field after the war—realiz- 
ing that the fast “luxury liner” 
of the air will certainly outmode 
the four-day ocean queens of the 
Atlantic, though not the slow and 
cheap work-horses of the sea. 

If our Washington bureau- 
crats have their way, American 
shipping companies can not emu- 
late Cunard’s coming venture in 
the air and will just have to “take 
it,” lying down, if air transport 
—domestic or foreign — cuts the 
heart out of their passenger busi- 
ness, which heretofore has been 
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none too robust anyway. Some 
time ago, American Export Lines, 
Inc., started on an ambitious ven- 
ture in air transport, becoming 
the only U. S. competitor of Pan- 
American in this trans-ocean field. 
Some of the anti-monopoly cham- 
pions at Washington seemed quite 
pleased—but the Civil Aeronau- 
tics Board saw it otherwise. It let 
this company spend a lot of 
money on the venture and invest 
in several huge Vought-Sikorsky 
flying boats — then last August 
ordered American Export Lines 
to divest itself of control of Amer- 
ican Export Airlines, Inc. The 
company was given six months to 
present a plan of divorcement. 
CAB?’s policy is that no air line 
may be controlled by any other 
type of common carrier, unless 
such control is “incidental” or 
“auxiliary” or “supplementary” 
to such carrier’s regular business. 


The long term prospect of 
U. S. trans-ocean shipping is 
clouded, whether or not there is 
active foreign trade. For many 
years prior to the war, the major 
part of U. S. foreign trade and 
passenger volume was carried in 
foreign ships. They were consid- 
erably cheaper than U. S. ships in 
initial cost and in operation, and 
usually provided superior service. 
Our Maritime Commission’s sub- 
sidy policy was administered with 
the objective of equallizing oper- 
ating costs but not of providing 
any considerable profit for the 
operators. 


We shall come out of the war 
with a greatly enlarged fleet of 
merchant ships, but a large per- 
centage of them—built for haste 
—will be far from the last word 
in speed and efficiency. Because 
of reduced total of foreign ships, 
our vessels for some years un- 
doubtedly will carry a bigger per- 
centage of international freight 
than was the case before the war; 
but whatever the size of foreign 
merchant fleets, their competition 
will suffice to keep the rates down; 
and whether or not this can be 
offset adequately will depend al- 
most entirely on the policy of the 
Maritime Commission in the mat- 
ter of subsidy policy and the 
prices at which it will (presum- 
ably but not certainly) dispose of 
the vastly increasing total of Gov- 
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ernment-owned ships to the pri- 
vate shipping companies. 

Our coastal and inter-coastal 
shipping lines, free by law from 
foreign competition, have a con- 
siderably better chance than our 
trans-ocean lines. Due to inherent 
cost advantage, they will regain 
all traffic now lost to the trans- 
continental railroads and to the 
coastal line rails. 


Through sales of ships to the 
Government and accumulating in- 
surance collected from ship sink- 
ings, the shipping companies are 
in effect exchanging property as- 
sets for cash on a very large scale. 
Operating profits are the largest 
in years, though not as good as 
the rise in cash would seem to in- 
dicate to superficial eyes. The 
cash now being built up can be 
used in future years to buy Mari- 
time Commission ships or to build 
more efficient ships if Government 
prices are not low enough. But 
whether shipping company capi- 
tal can be utilized substantially 
more profitably in the future than 
in the past can not be taken as as- 
sured. Past financial results have 
been erratic and, on the average, 
pretty bleak. The writer sees 
nothing in these enterprises that 
ought to attract prudent in- 
vestors. 


Pipe lines are unique in that 
they represent the only economic 
means of transporting natural 
gas and the cheapest means (in 
operating cost) of transporting 
oil and gasoline. Because of ini- 
tial investment cost, they can 
never serve all petroleum markets 
and will always be supplemented 
by water, rail and truck trans- 
port. Prior to the war, tanker 
shipments of oil products to the 
big eastern markets was so cheap 
that this traffic constituted the 
great bulk of oil receipts in this 
area. Only the war emergency— 
and Government money — is ex- 
tending pipe line service to this 
region; and total daily volume of 
the lines now being built or in 
prospect will be considerably less 
than half of the emergency vol- 
ume currently being handled by 
the railroads. After the war, the 
rails will, of course, again lose 
practically all of their long-haul 
petroleum volume. Normally, they 


can only serve markets beyond the 
reach of pipe lines and tankers. 
In most such oil markets, the mo- 
tor truck is an effective competi- 
tor. Due to limited capacity of 
the projected pipe lines, probably 
some three-quarters of the total 
oil products for eastern markets 


will again move by ocean tankers | 


after the war. 


As a field of public stock in- 


vestment, oil pipe lines — essen- 
tially in the nature of regulated 


utilities and yet with a less stable } 


earnings record than most electric 
and gas utilities—is not inviting. 
Volume of existing privately- 
owned lines is far from a dynamic 
growth proposition. Most of 
these stocks are Curb issues of 
limited trading activity. The best 
is Buckeye Pipe Line, with a 
range of 42-3514 over the past 


year, now at 39, paying $4 and | 


earning a bit over $5. However, 
there is nothing sacred about the 
latter figure. Net for the five pre- 
war years 1935-1939 averaged 
about $3.30 a share. On the 
Stock Exchange Panhandle East- 
ern Pipe Line pfd., yielding 5.13 % 
at 109, is of good investment 
quality, though not “giltedge.” 





How To Invest $10,000 
For Capital Growth— 
For Income 
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favor. In any event, United Air- 
craft seems reasonably priced on 
the basis of pre-war earnings 
($3.57 was earned in 1939, $8.21 
in 1941. Kennecott is one of the 
best of the copper stocks, has 
paid dividends for the past 8 
years and yields about 10%. 


Westinghouse Air Brake, while 
not particularly in the war group, 
has perhaps suffered from the re- 
cent lack of interest in the rail 
equipments since many of them 
have been actively at work on war 
products. The stock has paid reg- 
ulax ‘ividends since 1875, has a 
clean financial picture with noth- 
ing ahead of the common stock, 
and is selling at a low level com- 
pared with the past price range. 
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You can’t see the Banker 
in this picture... but he’s there 








“Se 





ANY things are hidden from view as 
this American tank rumbles into ac- 
tion for another blow at Rommel & Co. 

You can’t see the workmen, for example, 
who fashioned the tank’s armor and built 
the cannons with long hours of toil. 

You can’t see the engineers who designed 
the motor, the draftsmen who labored over 
the blueprints, the Army strategists who 
drew the battle plans. 

And, of course, you can’t see the banker. 
But he’s there, too. He has been in the pic- 


ture right from the start—from that day 
many months ago when an automobile 
manufacturer came to him and said, “The 
government wants me to make tanks. Will 
you furnish the funds?” 

Besides providing credit for war industry, 
American bankers are supplying the Treas- 
ury with much of the funds for war, through 
the sale of War Bonds to their customers 
and through their own subscriptions. 

National City is proud of its part in 
America’s great war-team effort. 


THE NATIONAL CITY BANK OF NEW YORK 


HEAD OFFICE: SS WALL STREET, N. Y. 


66 Branches 


in Greater New York 


JANUARY 23, 1943 





Member Federal Deposit 


Insurance Corporation 
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Allied Stores, while it has en- 
joyed a good advance, still seems 
quite reasonably priced in rela- 
tion to dividends and earnings, 
which amounted to $2.50 in the 
12 months ended July. The stock 
is somewhat of a “leverage” issue, 
since there is a substantial amount 
of bonds and preferred stock 
ahead of the common. 

Consolidated Oil is one of the 
few low-priced oil stocks which of- 
fers an attractive yield. It is a 
large company, assets totaling 
about $374,000,000. The stock 
has been relatively stable, but sold 
as high as 17% in 1937, and 
dividends have been paid each 
year since 1934. While the stock 
has had a good advance percen- 
tagewise, the oil industry seems 
likely to remain active both under 
war and peace conditions for sev- 
eral years to come. 





Inflation Now 
Inevitable 
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savings reposing in a bank, if you 
think the dollar is threatened with 
a calamitous depreciation in its 
purchasing value. 

The accompanying small table 
is most illuminating and is well 
worth careful study. The figures 
are in billions of dollars and are 
estimates made by the Depart- 
ment of Commerce. The first col- 
umn shows, by quarters, the 1942 
disposable consumer income, which 
is total income less personal taxes ; 
the second column shows quar- 
terly consumer expenditures: the 
third shows quarterly accumula- 
tion of savings. 

Note that with the exception 
of the fourth quarter, in which 
spending was seasonally increased 
by the usual Christmas trade, the 
rate of increase in consumer ex- 
penditures from quarter to quar- 
ter was remarkably modest. From 
the first quarter to the second, 
disposable income increased by $3 
billion, spending by $900 million 
or only 30% as much as the in- 
come increase; while savings in- 
creased $2.1 billions. 

In the third quarter the in- 
crease in disposable income was 
$2.1 billion, increase in spending 
$700 million, increase in savings 
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$1.4 billions. In the fourth quar- 
ter, with an income gain of $3.3 
billion, spending increased $1.4 
billion, savings by $1.9 billion. 
For the year as a whole, savings 
amounted to the unprecedented 
total of $26.2 billions but by the 
fourth quarter were $9.2 billions 
or equivalent to an annual rate of 
$36.8 billions! During the second 
half of the year there was a mark- 
ed increase in the proportions of 
liquid savings, as represented 
mainly by bank deposits. 

On the face of it, it appears 
that the public should be able to 
pay substantially higher taxes 
than those in effect—and also buy 
war bonds much more heavily— 
without reducing consumption ex- 
penditures. But it is not that sim- 
ple. Millions of people, especially 
war workers and technicians in 
war industry, have had their in- 
comes greatly increased. But for 
millions of others, who have had 
either little or no increase in 
money income as a result of the 
war activity, present disposable 
income is actually less than it was 
in such pre-war years as 1938 and 
1939. A large percentage of these 
people would be literally impov- 
erished by a further blanket tax 
increase, if it were of the scope 
indicated by the President in his 
budget message and if it were sim- 
ilar in character to the 1942 tax 
legislation. Yet more taxation of 
the 1942 type would still leave the 
major part of the increase in con- 
sumer income untouched. 

Thus, to go even afar from ef- 
fective distance toward meeting 
the inflation threat by fiscal 
means would require not only 
taxes larger than have any chance 
of being legislated, but would re- 
quire emphasis on new types of 
taxation theoretically, application 
of an “excess income” tax to in- 
dividuals would be the most pro- 
ductive and equitable means of 
solving the problem. But this ap- 
parently will not even be consid- 
ered. That will leave a sales tax 
as the only remaining device 
through which it would be feasible 
to raise large additional revenue. 

And the more Congress studies 
forced savings, the less alluring 
will this idea become. Individual 
purchases of war bond issues of 
all types now substantially exceed 
$10 billion a year. Add compul- 
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sory bond purchases to this and 
the apparent addition, or much of 
it, will merely be subtracted from 
the present total of voluntary 
purchases. 

All the points made in this ar- 
ticle add up to one inescapable 
conclusion: namely, that ration- 






ing is the ace in the hole against 


inflation, as well as the only equi- 
table means of distributing short- 
age goods. 


In addition to the} 


minority of things now on a ra-f 


tioned basis, canned and dried 
foods will be rationed within a 
few weeks, and meats are next on 
the list. This announced program 
is not enough. 

If we ration all necessity goods 


—so that ration coupons, rather | 


than money, became the effective 
medium of exchange for them— 
the back of the inflation problem 
will be broken. It is on necessity 


goods that the pressure of infla- | 


tion will be greatest and in which 
any price rise would be most seri- 
ous and damaging in long run 
results. Non-necessity goods pre- 
sent a simple problem. Inflation- 
ary demand for them—not much 
evident as yet—could be choked 
off through high sales taxes. 

Rationing of all necessities is 
both logical and inevitable. In 
the writer’s opinion, it will hold 
any additional rise in the cost of 
living within relatively modest 
bounds. The rise in the Confer- 
ence Board cost of living index 
since August, 1939, has been 
about 20%. At the most, I am 
allowing for a further rise of 10 
per cent during the remaining 
duration of the war. It need not 
be that much if the Government 
goes promptly to the necessary 
rationing, and any more than that 
would justify a charge of gross 
negligence and incompetence 
against our Federal leaders. 

In conclusion, the billions and 
billions of purchasing power now 
being stored up and dammed up 
can be utilized to finance the 
soundest prosperity era in our 
history after the war—but that 
problem will also require wiseand 
careful handling. The huge res- 
ervoir cannot be permitted to spill 
over into consuming markets until 
industry is in a position to sup- 
ply peace-time goods of all types 
in adequate volume. 

Bear in mind that the purchasing 
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value of your dollars in the post- 
war world will depend far more 
upon the production achieved by 
industry than upon the size of the 
Government debt. With greatly 
increased producing resources 
and technical knowledge, the 
long-run outlook is for a largely 
increased annual supply of lower- 
cost, higher-quality goods. There- 
fore, the long-run forecast has to 
be that dollars will purchase 
more, rather than less, than you 
can buy with them now. If that 
is sO, any moderate intervening 
shrinkage in exchange value will 
be of both limited and transient 
significance. 

The consumers who are hang- 
ing on to their dollars and pass- 
ing up 1941 or early 1942-model 
radio sets have the right idea. 





Investment Audit of 
Air Reduction 
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per share of common. 

Investments of Air Reduction 
at the close of 1941 were valued 
at a net figure of $4,156,000. 
Included among these are 99,800 
shares of United States Industrial 
Alcohol, representing a 2514 % 
interest, and 28,571 shares of 
Vanadium Corp. (a 7% interest), 
as well as $2,000,000 of 234% 
Vanadium Corp. debentures, con- 
vertible into 47,069 shares. U. S. 
Industrial Alcohol, in turn, held 
15,420 shares of Air Reduction, 
as of March 31, 1942. Air Re- 
duction also holds a 25% interest 
in Petroleum Chemicals, Inc., 
which is engaged in research and 
development activities for the pro- 
duction of chemicals from petrol- 
eum raw materials. 

In recent months, Air Reduc- 
tion has been enlarging its chem- 
ical activities, both directly and 
through its affiliated concern, 
U.S. Industrial Alcohol. Because 
of the encouraging outlook for 
the petroleum derivatives indus- 
try, the company’s investment in 
Petroleum Chemicals, Inc., may 
become an important factor in its 
long-term earnings prospects. 

It is evident, from the forego- 
ing, that the company is exerting 
every effort further to strengthen 
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its already formidable position in 
industry. The oxygen and acety- 
lene gas division, which provides 
about 75% of gross revenues 
(and which accounts for about 
40% of all of the business in this 
field in the United States), will 
doubtless continue to supply the 
major portion of company in- 
come in future years, particularly 
in view of the constantly widening 
uses for these products through- 
out American industry. Other 


divisions, stimulated by improve- 
ments made possible by research 
endeavors, may also be expected 
to contribute a larger share of 
revenues in the years ahead. 
Financial resources are deemed 
adequate for all expansion and 
development work contemplated 
for the near future, and it is un- 
likely that the corporation will 
seek further outside fiscal accom- 
modations. On the basis of long- 
term potentialities, the common 
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shares possess considerable ap- 
peal, chiefly for cyclical apprecia- 
tion and also for consistent in- 
come. It is expected that the an- 
nual report for 1942 will show net 
income of about $2.25 per share, 
before possible contingency re- 
serves, and exclusive of a post- 
war refund of about $0.40 per 
share. Dividend payments, which 
have been made in every year be- 
ginning with 1917, have been 
rather liberal over the past 
decade. These amounted to $2.00 
per share each in 1941 and 1942, 
while distributions of $0.50 per 
share were made on Jan. 15, 1943. 
At current quotations of about 
40, an indicated yield of approx- 
imately 5% is thus provided. 





The Meat 
Packing Industry 





(Continued from page 415) 


$25,000,000, a gain of $7,000,- 
000 over the previous year, and 
net working capital increased to 
$122,000,000 compared with 
$111,000,000 previously. The 
company’s stocks are currently 
selling as follows: Armour (Del.) 
guaranteed preferred 109, prior 
preferred 5214, preferred 50, and 
common 314. The 1942-3 range 
on the common stock is 4144-214; 
in 1941, 514-214. 

Wilson & Co., third ranking 
packer, also has a well diversified 
line of products similar to those 
of its two big competitors. In 
fact it goes somewhat further 
afield into sporting goods, pharm- 
aceutical supplies, ice, etc. The 
Company has not issued its report 
for the fiscal year ending Novem- 
ber 1, 1942. No interim reports 
are available, but President Wil- 
son stated at the annual meeting 
that results for the first quarter 
were profitable. He remarked 
that stockholders were still asking 
when common dividends might be 
resumed, but that it did not seem 
wise to borrow money with which 
to pay dividends. 

As of November 1, 1941, cash 
amounted to only about 1% of 
the year’s sales of nearly $372,- 
000,000, although net working 
capital was over $38,000,000. 
Notes payable were about $15,- 
000,000 compared with $2,000,- 
000 the previous year, and the 
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current ratio was 2.3 to 1 com- 
pared with 4.8 to 1 in the prev- 
ious year. 

Capitalization consists of $20,- 
477,000 funded debt, and there 
were outstanding 323,232 shares 
of $6 preferred stock and 1,993,- 
336 shares of common stock. 
Dividends on preferred stock 
have been somewhat irregular, 
but in 1941, with earnings of 
$21.82 per share, $10.50 was 
paid, clearing up all but $3 
arrears; in 1942 only the regular 
$6.00 was paid, leaving the ar- 
rears unchanged. The common 
stock has fluctuated compara- 
tively little in recent years; it 
usually fluctuates between 3 and 
7, last year’s range being 6%%- 
$336 (it is currently 5). 

Cudahy Packing, (smallest of 
the “Big Four” though its sales 
amount to $260,000,000), has 
$21,895,000 funded debt, two 
small issues of preferred stock, 
and 467,489 shares of common 
stock. While net working capital 
amounted to some $29,000,000, 
the Company was “in the banks” 
moderately, presumably because 
of heavy inventories. The Com- 
pany is perhaps best known for 
its “Old Dutch Cleanser,” though 
its business is as well diversified as 
that of its three competitors. 





Common Stock 
Price Index 
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calendar year. If merged with 
another company, securities re- 
ceived in exchange are substituted. 
If delisted, over-the-counter prices 
are used until the new year, when 
the stock is dropped. Component 
issues are compensated, by cus- 
tomary methods, for all stock 
dividends, split-ups and rights, 
valued at 10% or more of the 
stock’s market price immediately 
after selling “Ex”. 

This year, as last, the Index is 
subdivided into 42 sub groups; 
but the old “Realty” has been re- 
placed by a new and more im- 
portant “Soft Drinks” group. 

Annual revision in the number, 
character and grouping of issues 
included in the list is essential to 
keeping the Index abreast with 
evolutionary changes in industry 


as mirrored in the stock market. 
An experience of seventeen years 
in analyzing the behavior of the 
Index has confirmed the wisdom of 
this procedure; since it has served 
throughout the period to keep the 
Index thoroughly representative 
of the market as a whole, and has 
at all times caused it to cover more 
than 80% of the total volume of 
transactions in all listed stocks. 

Each group index—including 
the Combined Average, and the 
100 High and Low Priced Stocks 
—is derived separately, as fol- 
lows: First determine a price in- 
dex for each component issue by 
finding the ratio of its closing 
price for the current week to its 
closing price at the end of the 
preceding year, and then take the 
unweighted arithmetic average of 
all such individual indexes within 
the group. This gives an auxili- 
ary index, the “current year 
index.” Finally, multiply the cur- 
rent year index by the group’s 
closing index for the previous 
year. The result will be the 
group’s “secular index,” as pub- 
lished. 

The accompanying tabulation 
of “Group Swings in Three Eras” 
presents a spectacular epitome of 
broad movements in the Combined 
Average and its 41 component in- 
dustrial sub-groups during the 
historic Pre-New Deal, New Deal, 
and War years. For the conve- 
nience of security analysts who 
wish to follow the influence of war 
upon the stock market we have 
added two columns showing clos- 
ing prices for the weeks ended 
Saturday, August 26, 1939, and 
Saturday, December 6, 1941. The 
latter was the day immediately 
preceding Japan’s surprise attack 
upon Pearl Harbor. The former 
—eight days before England and 
France declared war on Germany 
and Italy—is regarded as a more 
appropriate pre-war base date 
than the following Saturday from 
which to measure the war’s effect 
upon prices, since it had become 
virtually certain by August 26, 
1939, that war was imminent. It 
will be recalled that prices gener- 
ally recorded their 1939 lows in 
the week ended August 26, and 
then rebounded sharply during 
the ensuing week on the assump- 
tion that war in Europe would 
boom business in the U. S. 
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Safest Way to Speculate 
in Future of Aircrafts 





(Continued from page 421) 


1943 output will exceed $1 billion. 
In recent years, the company has 
become one of the foremost pro- 


| ducers of aviation equipment, and 
) should continue to occupy a domi- 


nating position in this field in 
future years. Nevertheless, a large 
portion of revenues comes from 


) sale of such automotive equipment 
/as starting drives, brakes, car- 


buretors and clutch controls, while 


marine products include instru- 


ments and engine parts. Large 
sums are also spent on engineer- 
ing research, thus emphasizing 


the progressive nature of its man- 


agement. Financial position is 
sound, and on the basis of the 
recent $0.75 dividend, a yield of 
over 814% is provided by the 
one-class capital stock. Report for 
the fiscal year ended Sept. 30, 
1942, will probably show earnings 
of about $6 per share. 

Bohn Aluminum & Brass Corp. 
was comprehensively analyzed in 
our issue of Dec. 26, 1942. Nor- 
mally, about 40% of output has 
been consumed by the automobile 
industry, but increased diversifi- 
cation has been obtained through 
widening of markets for the com- 
pany’s production. The growing 
importance of aviation to the 
company’s operations is seen in 
construction of a new plant for 
manufacture of aluminum parts 
for airplanes. This metal pos- 
sesses the distinct advantage of 
lightness in weight, so vital to the 
operation of planes. Development 
of magnesium alloys also provides 
excellent potentialities. 

Sperry Corp. is a maker of pre- 
cision devices used by the Amer- 
ican army and navy, foreign 
navies, commercial aviation and 
the merchant marine. War pro- 
duction includes such instruments 
as gun-fire controls, gyro-com- 
passes and_ stabilizers, search- 
lights, bomb-sights, etc. Research 
plays a large role in the com- 
pany’s activities. In view of the 
superior quality of this concern’s 
contrivances, their place as aids to 
airplane operation appears as- 
sured under peace time conditions. 
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The patent position is also con- 
sidered strong. Markets for out- 
put are well-diversified, while a 
subsidiary company produces 
equipment used by makers of ma- 
chine tools and road machinery. 
Dividend payments have been 
irregular, amounting to $1.50 in 
1942. It is probable that 1943 
profits will approximate the esti- 
mated $3 per share net for 1942, 
suggesting that dividends this 
year will be equal, at least, to 
those of 1942. 

Sales of aircraft parts ac- 
counted for about 40% of the 
total for Thompson Products, 
Inc. in 1941, and it is probable 
that the proportion was increased 
last year. Company is a maker 
of valves, pistons, connecting rods 
and other equipment for auto- 
mobile, truck and aircraft manu- 
facturers. Airplane items num- 
ber several hundred, including 
valves, propeller and shock ab- 
sorber parts, retractable strut 
assemblies, landing gear assem- 
blies and a new type of fuel pump. 
Earnings for nine months ended 
Sept 30, 1942, were equal to 
$4.62 per share of common, com- 
pared with $3.92 a share in the 
same period a year earlier. Fi- 
nances are in satisfactory condi- 
tion. Despite increasing ratio of 
airplane business, automotive 
sources should continue to pro- 
vide adequate diversification of 
revenue sources in future years. 
Indicated yield, based on $1.50 


dividends in 1942, is about 544%. 


Among the other automotive 
accessory manufacturers whose 
production of various types of 
aviation equipment will probably 
be of lesser importance in the 
post-war period may be included 
Borg-Warner Corp.; Briggs Mfg. 
Co. (making wing and fuselage 
parts); E. G. Budd Mfg. Co. 
(bodies for cargo planes) ; Con- 
tinental Motors Corp. (aircraft 
engines) ; Eaton Mfg. Co.; Elec- 
tric Storage Battery Co.; F. L. 
Jacobs Co. (landing gear); 
Libbey-Owens-Ford Glass Co. 
(“Plexiglas,” a transparent plas- 
tic) ; Murray Corp.; and Timken 
Roller Bearing Co. (special bear- 
ings for aircraft). 





Favorable Liquidating 
Values In Utility Holding 
Company Securities 
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common stocks this would seem to 
make the new stock worth in the 
neighborhood of 5 or 6 (UGI 
common paying 45 cents, is cur- 
rently around 6). On this basis 
holders of the old UNL preferred 
currently selling around 22, 
might realize around 30-36 for 
their bundle of new common stock, 
it is estimated. 

On the other hand, if the matter 
becomes tied up in the Courts in- 
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definitely, the price of the non- 
dividend paying preferred might 
deteriorate. 

One of the sub-holding com- 
panies of United Light & Rail- 
ways, American Light & Traction 
has also proposed a dissolution 
program. This company has had 
a very sound record, having paid 
dividends on its common stock for 
38 years without interruption. 


United Gas Improvement is 
perhaps the oldest of the holding 
companies and is also among the 
longest dividend payers on the 
Big Board, having paid uninter- 
ruptedly for 57 years. The recent 
dissolution announcement has 
aroused considerable market in- 
terest and the stock, which a few 
months ago sold as low as 314, 
has advanced to 6. 

With an estimated value of 12 
for Philadephia Electric common, 
UGI would receive immediately 
about $5 worth of assets while re- 
maining values would probably 
come to several additional dollars 
—one recent estimate arrived at a 
final liquidating value of $9 a 
share, which seems a little on the 
high side. 

Recent news regarding plans 
of UGI resulted in a sharp ad- 
vance in United Corp. which has 
a huge investment in UGI. 
United Corp. preferred had 
formerly been selling at only 
about half its liquidating value, 
due to the apparent determination 
of the management to “fight it 
out” with the SEC. The dissolu- 
tion plan of UGI would somewhat 
increase the liquidating value of 
United, though on the other hand 
its stock investment in Niagara 
Hudson might be wiped out by 
that company’s dissolution. 

Regarding Niagara Hudson, a 
detailed plan is not yet available 
but it seems unlikely that any 
plan sanctioned by the SEC will 
recognize much value for the com- 
mon after provision for write-offs 
(the issue which caused last Oc- 
tober’s passing of the preferred 
dividends of Niagara Hudson and 
Buffalo, Niagara & Eastern). 


The big Electric Bond and 
Share group of holding com- 
panies appears slated for eventual 
dissolution, though the manage- 
ment’s plans are somewhat obscure 
due to the intermittent three- 


446 


cornered fight among the man- 
agement, the SEC and a holder of 
a substantial amount of common 
stock. Electric Bond and Share 
preferred should have a liquidat- 
ing value in the neighborhood of 
75-100, it is estimated, though 
much will depend on SEC deci- 
sions regarding “subordination” 
of investments in subsidiaries to 
public holdings of the same 
securities. In any event the two 
preferred stocks have first claim 
on a substantial amount of cash, 
offer attractive yields and seem 
in my opinion to have at least 
some appreciation possibilities 
(the common will probably be 
wiped out, unless the company is 
allowed to proceed with the repur- 
chase of preferred stock in the 
open market.) 

Many other liquidating situa- 
tions with interesting possibilities 
may be found either in the listed 
or over-counter markets, but each 
one requires patient and careful 
analysis. Investors who have bene- 
fitted in recent years by the sharp 
advance in defaulted rail securi- 
ties might well turn their atten- 
tion to the utility field, since the 
move toward dissolution of many 
of these properties is at last gain- 
ing momentum, and market in- 
terest has been aided by recent 
political trends at Washington. 





As I See It! 
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opportunity to serve their coun- 
try in her great crisis. Our sup- 
port in Africa is giving France 
the chance to free herself from the 
Nazi yoke—first in Africa and 
then on the Continent. Both Gen- 
eral Eisenhower and General 
Giraud are right in believing that 
only by the union of blood—by 
fighting side by side regardless of 
politics—can Frenchmen hope to 
resurrect their beloved land. And 
with all the good will in the world, 
no one else can do it for them, since 
their open disunion is an invita- 
tion to marauding interests. 

From the beginning it has been 
the Communists who have most 
loudly objected to General Eisen- 
hower’s dealings with Darlan, and 
who are today expressing the 
most violent objections to the 
latest North African setup. 


Already taking advantage of the 
situation, Ferdinand Grenier, 
former Communist Deputy of 
France, has just formally aligned 
himself with de Gaulle in London, 
and although de Gaulle’s state- 
ment welcomed him only as an ad- 
herent to his cause, M. Grenier 
side-stepped the direct question 


regarding the political setup off / 
| ciou: 


France after the war. However, 
in a prepared paper before the 
conference opened, he had left no 
doubt as to his belief that the 


Communists were entitled to con-f 


trol, “as being the only party 
which had maintained its ‘struc- 
ture and organization’—and had 
worked without ceasing, begin- 
ning even before Germany had 
invaded Russia to destroy the 
Nazi party.” 

M. Grenier seems to have for- 
gotten that prior to the fall of 
France, Stalin and Hitler were co- 
operating to the detriment of the 
Democracies, and that sit-down 
strikes and other labor difficulties 
destroyed the liberal Blum gov- 
ernment and brought back the 
appeasers and the Nazi-minded 
politicians. 

The Communist attempt to pre- 
sent the people of France with a 
cut and dried government has far- 
reaching implications if we take 
it to mean that Stalin’s ambitions 
extend to include political con- 
trol of France after the war. 
Since Communism means a totali- 
tarian state—a form of dictator- 
ship we are now fighting to 
destroy in Germany—it seems 
the time has come for Stalin to 
express himself clearly and 
definitely as to the amount and 
kind of liberalization his govern- 
ment contemplates after the war, 
as well as a frank statement re- 
garding his war aims as to terri- 
tory. A precise announcement in 
regard to these two objectives 
would help greatly in clarifying 
the situation, and make it possible 
for the Allies to cooperate with 
Stalin without being beset by 
doubts and fears as to the future 
—especially in view of the great 
sacrifices we are all making to 
win this war. 

Mr. Wendell Willkie, writing 
in the Magazine Section of the 
New York Times on Sunday, 
January 17th, had this to say: 

“Back home, wherever I go, I 
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fnd people wondering about 
Russia. It is obvious to all now 
that Germany is not going to 
conquer Russia. It is likewise 
clear that when the war is over 
Russia is going to be in a position 
to claim a large share of credit 
for the winning. It is apparent 
that she is so geographically 
located that if she became rapa- 
cious in her demands for terri- 
torial aggrandizement she could 
well upset the peace which we are 
trying to bring about.” 

“Now what is Russia going to 
do? Is she going to be the new 
disturber of the peace? Is she 
going to demand conditions at the 
end of the war that will make it 
impossible to re-establish Europe 
on a decent peaceful road? Is she 
going to attempt to infiltrate 
other countries with her economic 
and social philosophy ?” 

This from a man who recog- 
nizes Russia’s contribution to the 
war and has used his influence un- 
stintingly in behalf of that coun- 


ry. 

Mr. Willkie says no one knows 
the answer. I think it about time 
we all did. 

We can be sure that our gov- 
ernment is just as well aware of 
this situation as is Mr. Willkie 
and that a bargaining point exists 
that should bring a solution so 
that our sacrifice of blood and 
treasure will not have been in 
vain. 

Always remember that we can 
trust Uncle Sam. He is in our 
corner—working for us, not 
against us. 





First Quarter Market 
Outlook 
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of this year, stocks under $1 have 
advanced 48 per cent; from $1 to 
$10, 14 per cent; from $10 to $20, 
5 per cent; over $20, 3 per cent. 
Leadership quality has depre- 
ciated importantly. 

Conclusion: We think over- 
done “shortened war” hopes and 
the market’s technical impairment 
will justify a worth while reaction 
before long. We would hold in- 
vestment positions in sound issues 
but defer new buying. 


JANUARY 23, 1943 





Ahead—A New Age 
for Transportation 
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$7 billion for the duration of the 
war, and earnings available for 
bond interest are likely to ap- 
proximate 1942 levels. But in the 
post-war period we have already 
expressed our opinion that gross 
would not decline to $4 billion— 
that of the 30’s—but a figure of 
between $5 and $514 billion. 

At this juncture, we would like 
to emphasize a most important 
factor not generally recognized, 
that rails have always been a good 
business risk even in the 30’s. Un- 
like the steels, and even the 
motors, Class I rails suffered no 
operating deficits in 1932 and 
again in 1938. But because they 
were burdened with fixed charges 
of from $618 to $703 million in 
the decade 1930 to 1940,—in- 
herited from previous monopoly 
era—rails became poor credit 
risks when charges were not 
earned in 1932-33-34 and again 
in 1938, with only modest sur- 
pluses in 1931, 1937 and even in 
1939. The fundamental railroad 
problem, from a financial angle, 
is to adjust capitalization to the 
realities of a competitive trans- 
portation era. Those roads thus 
far reorganized are the first to be 
recapitalized in such drastic 
fashion, and their new capitaliza- 
tion gives due weight to the new 
factors. But sizeable cash balances 
furnish many borderline roads 
with the opportuity to re-estab- 
lish their former credit position. 
Of the larger roads, it would 
seem probable that Nickel Plate, 
Southern Railway and Southern 
Pacific would be able to retire 
sufficient debt within the next 
three to five years to reestablish 
their once high credit standing. 

While on the subject of debt, 
it might be pointed out that if 
railroad gross were reduced to 
$5.5 billion and 17 cents out of 
each dollar of gross, made avail- 
able for bondholders, there would 
be available $935 million to cover 
$620 million of charges—or a 
coverage of approximately 1.50 
times. This makes no allowance 
for any retirement of debt either 





on the part of borderline roads 
(using large current cash re- 
sources for tender operations) or 
drastically scaling debt through 
reorganization procedures. The 
credit situation for the rails bids 
fair to improve in the post-war 
period, although the average in- 
vestor can scarce be blamed for 
doubting this conclusion in the 
light of current low levels at 
which bonds are selling. 

We think there is little ques- 
tion but that rails will soon em- 
bark on a policy of debt reduction 
aided in part by proddings by the 
I.C.C. If the rails refuse to heed 
such warnings, this may provide 
the raison d’etre for ultimate gov- 
ernment ownership. We do not 
anticipate such developments in 
the relatively near future since 
the rails have done such a superb 
job in-handling war transporta- 
tion and also because of the re- 
cently changed political trend as 
shown in the last election. We 
think that rails will continue to 
cooperate with the I.C.C, and by 
embarking on a policy of debt re- 
duction, pursuant to I.C.C. 
wishes, thus avert, for a period of 
years at least, the threat of gov- 
ernment ownersip. 

Rails today can be broadly 
classified in four groups: (1) 
Roads of high credit standing— 
the Pocahontas coalers and the 
Union Pacific. (2) Roads of 
good credit, such as Atchison, 
Louisville & Nashville and Penn- 
sylvania. (3) Borderline roads, 
ranging all the way from a road 
having effected substantial debt 
reductions such as Great North- 
ern to a road fundamentally weak 
in every respect such as_ the 
Katy. (4) Defaulted roads, most 
of which have not as yet emerged 
from reorganization. 

It is evident from the forego- 
ing that the rail investor must be 
highly selective in his rail pur- 
chases. In group I, securities of 
high credit roads, are included 
the only institutional or high 
grade bonds, and only high grade 
investment stocks. Those inves- 
tors desiring highest grade issues, 
affording almost assured stability 
of income, should concentrate 
purchases in this group. For the 
average investor, however, es- 
pecially the investor desiring ap- 
preciation with income of second- 
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ary consideration, securities of 
companies within this group are 
not outstandingly attractive. 

In group II, roads of good 
credit, current opportunities are 
somewhat limited since bonds of 
these roads are, with few excep- 
tions, selling well over par. Yet 
the bonds of these roads have 
fluctuated widely in the 30s, sev- 
eral Pennsylvania issues being 
available at 30 to 40 point dis- 
counts on several occasions, and 
one junior bond receding to the 
perfectly startling level of 3214. 
Cyclical fluctuations of general 
business permit of unusual oppor- 
tunities at periodic intervals. But 
1943 does not seem to provide one 
of those opportunities. We con- 
sider most of the bonds of these 
roads unattractive at current 
levels, and better opportunities 
than their common stocks would 
appear to be available elsewhere. 

Real opportunities exist in 
group 3, since there are certain 
borderline rails which are in a 
position to improve their funda- 
mental traffic position in the post- 
war period and at the same time 
to reduce debt substantially. 


Securities of such roads will re- 
gain a good credit standing and 


their standing raised to group 2. 
Other roads are not likely to 
maintain even their status as a 
marginal or borderline road and 
will have to take advantage of 
either the McLaughlin Act or 
Section 77. Discrimination is 
highly essential in singling out in- 
vestments in this Group. The 
bold investor might well concen- 
trate on securities of Southern 
Pacific, Southern Railway and 
Nickel Plate, which bid fair to 
graduate into Group 2. On the 
other hand we view with alarm 
post-war prospects of such larger 
roads as Atlantic Coast Line, 
Illinois Central, Northern Pacific, 
to name but a few. Combination 
of almost insurmountable debt 
burdens, and probability of traffic 
losses more severe than that likely 
to be suffered by the rest of the 
industry suggests a shift from 
securities of the latter three roads 
to those of the three roads whose 
prospects we view with optimism. 

Additionally to group 3, op- 
portunities exist in Group 4, the 
defaulted issues. Thus far, only 
relatively few roads have emerged 
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from the courts, Chicago Eastern 
Illinois, Chicago Great Western, 
Erie, Wabash and Gulf, Mobile 
& Ohio being the major roads in 
this group. Boston and Maine 
adjusted its capital structure 
through a voluntary reorganiza- 
tion. 

However there are a larger 
number of systems where reorgan- 
ization progress has been held up 
through legal technicalities. In 
the relatively near future the 
Supreme Court of the U. S. will 
decide whether or not they will 
uphold the I.C.C. in their in- 
terpretation of Section 77. Spe- 
cific cases before the Court in- 
volve the St. Paul, Western 
Pacific and indirectly the North- 
western. Among the larger roads 
whose reorganization plans are 
dependent upon these Supreme 
Court decisions are the Missouri 
Pacific, New Haven, Rock Island, 
Frisco, Cotton Belt and Denver & 
Rio Grande. 

Speculative possibilities are in- 
herent in the senior securities of 
these roads in that there is a 
spread of some 25 or 40% as be- 
tween the old issues and the pack- 
age of new securities to be re- 
ceived in the reorganizations. In 
the event of a favorable Supreme 
Court Decision, most of this 
spread will almost automatically 
close—possibly to 6% as was the 
case in the Erie, following a fav- 
orable decision for that road some 
two or more years ago. On the 
other hand, should the decision be 
adverse, large. cash resources 
would permit either sizeable pay- 
ment of interest arrears, (in 
1942 New Haven paid $135 in 
the refunding bonds, K. C. Fort 
Scott paid $129, St. Paul $116 
on the 414% generals) open mar- 
ket purchases or call of tenders. 
We are inclined to feel the latter 
the more likely method to be em- 
ployed. It is obvious however 
that these securities will be bene- 
fited, whatever the final outcome 
of litigation, or whatever alterna- 
tive is employed in the event of 
an adverse decision by the Su- 
preme Court. 

In general we advise against all 
railroad stocks. Funded debt of 
the rails is still top heavy and 
until sizeable retirements have 
actually been accomplished, rail 
stocks will suffer from the handi- 


cap of leverage. When the ra 
industry enjoyed a monopoly 
position, gross and net were in: 
creasing steadily from decade t¢ 
decade, and the stockholder bene: 
fited. A comparable illustration 
is the experience of the utility in 
dustry in the 20s, prior to the ins 
troduction of adverse factor 
plaguing the industry — facto 
familiar to all investors—utilit 
stocks would have continued 
benefit from the factor of leverage 
in the 30s as in the 20s. But with 
rails losing their monopoly posi 
tion, full brunt of decline in gros 
from $6 to $4 billion falls on the 
stockholder and even though 
gross is likely to stabilize fo 
some years in the post-war era at 
$5 billion or more—we fear that al 
decline to those levels from cur 
rent prospective gross of bette 
than $8 billion in 1943 will again 
squeeze the stockholder through 
the reverse operation of leverage 


CONCLUSION 


Admittedly there are a number 
of adverse factors in the railroad 
industry, as affecting the railroad 
security holder. Loss of monopoly 
position, heavy debt burdens, 
rigid wage costs, post-war com 
petition of trucks, pipe lines 
waterways, shipping and air 
planes are all basic problems. Ad 
ditionally, current high earnings 
may prove transitory, the waf 
may end suddenly, and a seve 
post-war depression may somé 
day be upon us. 

We do not subscribe to sf 
gloomy a picture. We firmly be 
lieve a fundamental change o 
curred in the rail industry in the 
late 30s; that the Government i 
committed to fostering prospe 
ity; that in the post-war era w 
are likely to see several years 0 
high industrial activity, with re 
sultant benefit to the rails; thal 
post-war competition proble 
are not insuperable handicaps 
that the poor railroad credi 
problem is in process of solutiot 
through (a) drastic reorganize 
tion plans scaling down deb 
from 75% in most instances and 
(b) by large scale debt retir 
ment through tenders. 

Therefore in our judgme 
selected rail bonds offer excelle 
possibilities to the forward look 
ing investor. 
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